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= Natural Gas and Qil Production

o Construction Materiats and Mining
Independent Power Production®
Electric

Natural Gas Distribution

Pipeline and Energy Services
Construction Services Offices
Construction Services Autharized
States of Operations

Our Vision

With integrity, create superior shareholder value
by expanding upon cur expertise to be the
supplier of cheice in all of our markets while

being a safe and great place to werk.

Our Mission

Provide value-added natural resource products
and related services that exceed customer
expeciations.

Our Guiding Principles

To achieve our mission, we will be guided by commitments to:

CUSTOMERS Provide high-quality, cost-effective products and services.
STOCKHOLDERS Produce a superior total return,

COMMUNITY Recagnize our respensibility to be an effective
corporate citizen,

ENVIRONMENT Minimize waste and maximize resources.

eTHIcs Conduct business with integrity and with respect for all.

eMPLOYEES Develop individual patential and teamwork to maintain
employees as our ongoing source of competitive advantage.

saFeTy Perform all tasks with health and safety first.

* MDU Resources s considering the sale of domestic independent power production assels.
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CONSTRUCTION MATERIALS AND MINING

Revenues [millions! $1.877.0
Earnings {mitlions] $85.7
Sales (mitlisns}
Aggregates {tons] 45,6
Asphalt (tons} B3
Ready-mixed cancrete {cubic yards] 46
Recoverable aggregate reserves (billion tons] 1.2
Corporate earnings contributian 27%
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MAJOR CUSTOMERS

Federal, state and local governments
General and commercial contractors
Residential and commercial developers
Home builders

General public

A

PEERS Florida Rock Industries Inc.,

Granite Construction Ine., Hanson PLC ADR,
Martin Marietta Materials Inc., US Concrete Inc.,
Vulcan Materials Co.

COMPETITORS Cther construction materials
companies such as Cemex, CRH [Dldcastlel,

Eagle Materials Inc., Florida Rock Industries Inc.,
Hanson PLC ADR, Holcim Ltd., LaFarge North
America Inc., Martin Marietta Materlals Inc.,
Rinker Group Ltd., TXI LLC, Trinity Industries Inc.,
U.S. Concrete Inc, and Yulcan Materials Co.
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NOTES: + The corporation also had revenues of $66.1 million and earnings of $4.5 millian frem its independent power production eperations. MDY Resources has retained the investment bank Goldrman, Sachs & Co.
as financial adviser with respect to the potential sale of domestic independent power produclion assets. The decision to explore the sale was based on the increased market demand for independent power
production assets, combined with the company's desire to elficiently fund future capital needs. The company expects the transaclion to close in the second quarter of 2007

« The corporation also had revenues from other miscellaneous operations totaling $8.1 millien and earnings of 1.3 million. Consolidated revenues rellect intersegment eliminations o $335.1 million
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Increase/Decrease

Years Ended December 31, 2006 2005 Amount  Percent
{In miltions, where applicable]
Operating revenues $4,070.7 $3.452.4 $4618.3 18
Operating income $ 532.2 $ 4491 $ 831 8
Earnings on common stock:
Earnings before discontinued operations $ 317.2 $ 2752 $ 42.0 15
Discontinued operations, net of tax (2.1) (.8] (1.3] -
Earnings on commen stock $ 3151 $ 274.4 $ 407 15
Earnings per commeon share - basic:
Earnings before discontinued operations $ 176 $ 1.54 $ 22 14
Discontinued operations, net of tax (.01] - (o1 -
Earnings per common share - basic $ 175 $ 154 $ 2 14
Earnings per common share - diluted:
Earnings before discontinued operations $ 175 $ 153 $ 22 i4
Discontinued operations, net of tax {.01) - (.07 -
Earnings per common share - diluted $ 1.74 $ 153 $ .2 14
Dividends per common share $ .5234 $ 4934 $.0300 &
Weighted average common shares outstanding - diluted 181.4 179.5 1.9 1
Total assets $4,903.5 $4,423.6 $479.9 11
Total equity $2,164.9 $1.891.6 $273.3 14
Long-term debt [net of current maturities) $1,170.5 $1.104.8 $ 65.7 6
Capitalization ratios:
Common equity 65% 63%
Long-term debt {net of current maturities) 35 37
100% 100%
Return on average common equity 15.6% 15.7%
Pricefearnings ratio 14.7x 14.3x%
Book valire per comman share $ 11.88 $ 10.43
Market value as a percent of book value 215.8% 209.2%
Employees 11,526 10,030

NOTE: Comman stock share amounts reflect the tompany's three-for-two comman stock split effected in July 2004,

Achieved record earnings of
$315.1 million.

Increased earnings per common
share by 14 percent.

Grew revenues by 18 percent.

Increased dividends for
16th consecutive year.

Named to Forbes Platinum 400 list
for 7th year.
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Stack price appreciation and increasing
dividends benefit stockholders.
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Terry D. Hildestad
President and
Chief Executive Officer

Harry J, Pearce
Chairman of the Board

Founding Principles Basis
for Today's Success

7

A strong foundation is critical to success. Whether it's a building’s foundation,

a business’s founding principles or a person’s foundation of values, a solid base
affects the future. Our people have built a company with $4.9 billion in assets
by using their values, vision and expertise to provide the essential elements

of America’s infrastructure foundation.

MDU Resources employees once again brought
the corporation record financial results. Revenues
for 2006 totaled $4.1 billion, up 18 percent from
$3.5 billion in 2005. We also posted our highest
earnings, $315.1 million, up 15 percent from
$274.4 million in 2005. Earnings per comman share,
dituted, totaled $1.74, up 14 percent from $1.53 in
2005. Our strategically diverse business model and
solid asset base drives our earnings growth. Qur
targeted annual long-term earnings per share
growth rate is 7 percent to 10 percent.

We work hard at creating superior shareholder
value. Our one-year total return to shareholders
was 20 percent. Our total average annual return for
the five-year period ending in 2006 was 19 percent,

outperforming beth our peer group and the S&P 500.

In July, we effected a three-for-two split of our
common stock.

During the past 10-year period, we have provided a
compound annual rate of return to our shareholders
of 18 percent. If someone had invested $1,000 in

2 MDU RESOURCES GROUP, INC.

MDU Resources 10 years ago, that investment today
would be worth mare than five times that at $5,140,
including price appreciation and dividends.

Since 1937, MDU Resources has had an unbroken
record of quarterly dividend payments. We increased
our guarterly dividend 6.55 percent in August 2006.
With this increase, our annualized dividend grew to
54 cents per share. Qur dividend has increased every
year since 1990.

Growth strategies built on firm foundation

Qur company is comprised of solid business lines, and
we deliver sound, long-term returns. We do that by
providing the essential goods and services that keep
America’s foundation - its infrastructure - strong. Our
country needs fuel. It needs etectricity. It needs roads.
Without them, our economy grinds to a halt. And each
of these essential elements must be repaired and
rebuilt over time. That's where we come in.

We've created a unique and balanced portfolio of
assets. Our base of reserves in natural gas, oil
and construction materials, as wetl as our solid




EARNINGS
[Dollars in millions|

Earnings reflect the company’s
successful growth strategy.

21581
2744
206.4
174.6
147.7

foundation in infrastructure such as electric
generating facilities, transmission lines and pipelines,
provides a substantial resource for the products and
services we deliver.

Our growth strategies are based on firm principles -
we build on what we know. We only diversify into
businesses in which we have expertise. Higher-growth
opportunities in gur nenregulated businesses are
supported by the stability and predictability of our
regulated businesses. We focus on organic growth and
selective acquisitions. We capitalize on synergies that

can be captured across our business portfolio.

We continually evaluate how each of our business
units adds value to our shareholders. As economic
and industry environments change, we madify
our strategies to enhance our performance. For
example, we moved out of lignite coal operations
and diversified into construction materials and
mining. We are considering the sale of domestic
independent power production asselts. The strong
market for these types of assets and our desire to
efficiently fund future capital needs means selling
these assets may provide shareholders a greater
benefit than continuing to own them.

As a result of our successful strategies and
conservative financial culture, our balance sheet is
strang. We have financing in place at reasonable
interest rates that will take us through many years

of growth. Our management, both at the corporate
headquarters and in the field, is top-notch. They lead
teams of talented, hard-working employees who focus
every day on delivering outstanding customer service.

DIVIDENDS
[Dollars per common share]

Dividends have increased 25 percent
since 2002

47 49
m
42
I 04

Energy reserves and production increase

.52

In 1996, our natural gas and oil production segment
had 297 billion cubic feet equivalent of proved
reserves. Today our proved reserves have grown to
701 Befe, including a 51 Befe acquisition in 2004.

We have interests in more than 1.7 million acres of
leaseholds. Natural gas and oil prices were up and
down this year, but the company’s production growth
and hedging strategy ensured steady returns.

The company's long-term compound annual
production growth goal is in the range of 7 percent to
10 percent. We are the largest producer of natural gas
in Montana, where we have low-cost legacy fields that
have been producing since the 1930s.

Vertically integrated with our natural gas and ail
company is our pipeline and energy services
segment, which helps move our production to the
custormer. We own the largest natural gas storage
field in North America and benefited from higher
storage revenues in 2006. We connect natural gas
in the Rocky Mountain region to more lucrative
Mid-Continent markets. Capacity on our Grasslands
Pipeline increased this year, and our gathering and
transportation throughput hit record levels.

Construction materials has record year

Our construction materials and mining segment
developed from our expertise in mining coal. We

are now the fifth largest producer of sand and gravel
in the United States and the ninth largest in total
aggregate output. We target mid-sized, high-growth
markets and enjoy a distinct competitive advantage

MDU RESOQURCES GROUP, INC.



AGGREGATE RESERVES
Iin billion tons)

Recoverable aggregate reserves are
avaluable asset.

1.3 1.3
1.2 1.2
1.1
l 04 GB

because of our solid, strategically located aggregate

reserves of 1.2 billien tons. These reserves equate to
more than a 30-year supply.

Record earnings in 2006 were generated primarily
by existing operations, which experienced strong
demand and favorable weather, In addition, our focus
on improving margins was highly successful. We
enhanced our vertical integration strategy in this
segment by acquiring another liquid asphalt facility,
which helps ensure reasonably priced supplies for
all of our companies.

Utility resources seizes growth opportunities
This has been an exciting year for our electric and
natural gas distribution operations. For many years,
we have been looking for opportunities to grow our
regulated utility but hadn’t found the right partner.
But things changed this year. In July, we entered into
a merger agreement with Cascade Natural Gas Corp.,
a natural gas distribution company serving 93
communities in Washington and Oregon. We anticipate
receiving all necessary regulatory approvals in the
third guarter of 2007. This merger will approximately
double the utility's natural gas customers and is
expected to significantly enhance regulated earnings
and cash flows.

Our utility also is growing through expansion of its
electric generating facilities. We are evaluating
potential projects to accommodate increasing electric
loads and to replace a purchased power contract. New
generation should be on Lline in late 2011 or early 2012.

& MDU RESOURCES GROUP, INC.

NATURAL GAS AND OIL RESERVYES
(In Bete)

Our reserve base promises a continuing
domestic energy source,

™

416
525 5%
477

Growing markets in the southwestern United States
helped our construction services segment realize
record results in 2006. This company is reaping the
benefits from utilities that are replacing aging
infrastructure and from several strategic acquisitions
in high-growth areas. Our highly skilled workforce
proves itself daily in competitive markets where
employee expertise is the primary sales tool.

Projections favor business lines

Our solid asset base and talented employees provide a
firm foundatien for future growth. National indicators
point to many growth oppaortunities in our industries,
For example, related to our energy operations, the
Energy Information Administration projects that
energy consumption will increase about 31 percent

in the next 25 years.

Related to our construction materials segment, the
highway spending outlook continues strong. The
transportation funding bill is 31 percent higher than
the previous bill. In fact, the 2007 federal budget
includes $31.5 billion just for the national highway
system and bridges. In our utility resources section, a
survey of the members of the Edison Electric Institute
indicates that utilities intend to increase capital
expenditures on the transmission grid by 60 percent.
In addition, the Energy Information Administration
says total electric consumption is projected to grow
43 percent by 2030.




EARNINGS BY INDUSTRY FOQCUS

|Percent]

Earnings segmented by industry
indicates the company’'s commitment
to its core lines of business.

0 Energy
W Construction Materials
I Utility Resources

With integrity
Our vision statement is our foundation. Everything
we do springs from that vision:

With integrity, create superior shareholder value

by expanding upon our expertise fo be the supplier
of choice in all of our markets while being a safe and
great place to work,

With integrity, through our guiding principles,

we pledge to respect our shareholders, customers,
communities, environment and employees in all

of our business dealings each and every day.

From our humble beginnings in 1924, we always have
strived to do the right thing. We always have strived
to responsibly develop our country’s rich natural
resources to benetit our way of life today and in the
future. There are many popular buzzwards for this:
sustainability, corporate social responsibility,
environmental performance, etc. But it all boils down
to doing the right thing.

MDU Resources has a long history of responsible
development. For generations, our activities have
included reclamation, recycling, land and water
management, emissions controls, wildlife protection
and soil monitoring. We have been honored with
environmental awards by independent groups. We
have created employee awards to foster actions that
benefit the environment. We have offered grants to
communities that encourage environmental education
and stewardship. We have been involved in many
research projects to explore future avenues for
environmental responsibility.

“Our employees work hard
every day to make our
company successful and
to make it a safe and great

place to work.”
Terry D. Hildestad

For more information, turn to p. 8 in this report,

or go to our Web site at www.mdu.com, where you can
obtain in-depth information about MDU Resources
and our commitment to the world in which we live.

Our employees work hard every day to make our
company successful and to make it a safe and great
place to work. In fact, our construction materials
company decreased its lost-time injuries 50 percent
this year and our utility saw a 43 percent reduction.
We would like to thank our employees for another
outstanding year. Their contributions are the
foundation for our future as we continue to help build

a strong America.

Ao NNe

Harry J. Pearce
Chairman of the Board

%ﬁ}/}/ﬂéﬁ

Terry D. Hildestad
President and Chief Executive Officer

February 20, 2007

MDU RESOURCES GROUP, INC.
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» Fidelity Exploration & Production Company
» Fidelity Exploration & Production Company of Texas LLC

RESOURCES

HXISTROCSTION SEENEES
o Bell Electrical Contractors, Inc.
o Bombard Electric, LLC
o Bombard Mechanical, LLC
o Capital Electric Construction Company, Inc.
o Capital Electric Line Builders, Inc.
o Colorado Energy Management, LLC
o Continental Line Builders, Inc.
o Coordinating and Planning Services, Inc.
o Desert Fire Protection
oE.S.I Inc.
o Frebeo, Inc.
o Hamlin Electric Company
o High Line Equipment
o International Line Builders, Inc.
o Loy Clark Pipeline Co.
o MDY Construction Services Group, Inc.
o MDU Industrial Services, Inc.
o Midland Technical Crafts, Inc.
o Oregon Electric Construction, Inc.
o Pouk & Steinle, Inc.
o Rocky Mountain Contractors, Inc.
o The Wagner-5mith Company
o USI Industrial Services, Inc.
o Wagner-Smith Equipment Co.

BLEETRIC AN MATORAL BAS HISTRIGITIEH

o Great Plains Natural Gas Co.
o Montana-Dakota Utilities Co.

ERBY

POPELINGE AME CHERET SEERAEES

» Bitter Creek Pipelines, LLC

= Prairielands Energy Marketing, Inc.

» WBI Holdings, Inc.

» Williston Basin Interstate Pipeline Company
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Board Splits

Roles of Chairman

and CEO

When Chairman of the Board and Chief Executive
Officer Martin A. White retired in August 2006,

MDU Resources joined a growing number of
corporations that are separating the roles of
chairman and CEO. Harry J. Pearce, who was serving
as lead director, was elected chairman of the board.
Terry D. Hitdestad succeeded White as CEOQ.

“This is a solid governance practice that helps ensure
we serve the best interests of our shareholders,”
Pearce said. "It eliminates confusion between
governance and management.”

The practice of splitting the roles of CEQ and

chairman isn’'t widespread in the United States, but it's

gaining moamentum. In 2005, 29 percent of S&P 500

corporations had split the positions, up from 21 percent
in 2001. For the NASDAQ 100, 45 percent had split roles

in 2005, an increase of 10 percent since 2801. In

Europe, maore than 70 percent of the largest companies

have split roles. In some countries, there are laws
regulating the separation.

“Some argue that splitting the reles takes power from
the CEOQ,” Pearce said. "I disagree with that. That is
only true if the chairman doesn’t know his or her role.
In reality, how can a chairman oversee himself?

We intend to continue to be on the leading edge in
governance issues.”

We continue to meet
and/or exceed corporate
governance standards.

Examples of this past year’s activities:

The Corporate Governance Guidelines and
the Audit Committee Charter have been
amended as a result of new Securities
and Exchange Commissicn compensation
disclosure rules that require a company
to establish procedures for review of
related party transactions. The guidelines
and charter now provide that whenever
MDU Resources is a participant in a
financial transaction with a director,
director nominee, executive officer,
greater than 5 percent stockholders, or
their family members, the person involved
is to report the transaction to the general
counsel, who will review the transaction
and provide a factual memo to the Audit
Committee. The Audit Committee then

is to review the memo and transaction
and make determinations as it deems
appropriate concerning the transaction,
including recommendations to the

Board of Directors.

Section 3.14 of the company bylaws was
amended by the Board of Directors to
provide that at the first meeting of the
board after the annual meeting of
stockholders, non-employee directors
will choose a lead director whenever an
emtployee director is serving as chairman
of the board. During any period of time
that a nen-employee director serves as
chairman, no lead director will be chosen.

The Board of Directors at its November 164,

) Terry D. Hildestad
/ President and 2004, meeting voted to submit a proposal
- Chief Executive Officer for the declassification of the board to
. Harry J. Pearce the corporation’s stockholders at the
- Chairman of the Board upcoming annual meeting. The proposal

is to amend MDU Resources’ certificate
of incorporation. The propesal would
provide that each director elected at the
2008, 2006 and 2007 annual meetings of
stockholders would serve for his or her
full three-year term. Beginning in 2008,
each director or director nominee would
stand for election to the board each year
to serve a one-year term.

MDU RESQURCES GROUP, INC.




Respect for the Environment

Is Our Foundation

to meet their needs.

All of MDU Resources’ operating business units are
subject to a number of laws, rules and regulations
that have been put in place to protect the environment
and are regulated by federal, state and local agencies
and gavernments.

The corporation is committed to:
o Minimizing waste and maximizing resources.

o Supporting environmental laws and regulations
that are based on sound science and cost-effective
technology.

o Meeting or surpassing all applicable environmental
laws, regulations and permit requirements.

A guiding principle of MDU Resources is environmental
responsibility. The corporation is dedicated to fulfilling
that tenet.

The pledge to operate in an environmentally responsible
manner is reviewed through several measures,
including oversight by professional environmental
staff at the company’s operations, through audits of
operating activities and through property reviews
during due diligence on potential acquisitions.

8 MOU RESOURCES GROUP, INC.

MDU Resources Group is committed to conducting its business with integrity,
which includes responsibly developing our earth’s natural resources in a manner
that meets today's needs without compromising the ability of future generations

MDU Resources has two environmental integrity
awards that recognize a successful employee
program, project or activity that reflects its
environmental policy and philosophy. The awards
are the Award for Reclamation and Habitat
Enbancement and the Award for Environmental
Stewardship. In addition to honoring individuals
and companies with the internal awards, the
corporation and its companies and employees
have received a number of environmentally related
awards from outside entities.

Above right, Knife River prides itself on its ability to
transform depleted aggregate sites into useabie and
envirpnmentally sound properties. This mined site near
Milaca, Minnesota, was transformed into residential property.

Below left, nestled in the foothills of the Big Horn Mauntains
in north central Wyoming, the company’s natural gas
production operations co-exist comfortably with wildlife.

Below right, Mantana-Dakota has actively sponsored research
on technology that removes mercury from lignite-based
electric generating facilities, Its Lewis & Clark Station in
Sidney, Montana, will host a mercury remaoval test in 2007 in
collaberation with the lignite industry in North Dakota and
the U.5. Department of Energy.




MDU Resources generally has four areas of
focus in regard to environmental responsibility:

Land MDU Resources is committed to responsibly
developing the land in a way that meets or exceeds
all federal, state and local requirements, including
the Toxic Substances Control Act and the Resource
Recovery and Conservation Act. Its activities include
restoring the land after mining, developing useable
green spaces, keeping materials out of landfills
through recycling and managing all operations in a
manner that safeguards and even enhances the land.
In a number of operational situations, MDU Resources
does not own the land on which it conducts its
business. It is the corporation’s policy te develop and
maintain good working relationships with landowners
and land users.

Air MDU Resources is committed to operating in a
manner that meets or exceeds all standards set forth
in the federal Clean Air Act. Its activities include
proactive emissions controls, measures and research.

Water MDU Resources is committed to operating in a
manner that meets or exceeds all standards set forth
in the federal Clean Water Act. its activities include
proactive protection of bodies of water, management
of activities to safeguard and productively use waters,
and recycling of used waters.

Wildlife MDU Resources is committed to operating

in a manner that meets or exceeds all standards set
forth in the Endangered Species Act and the Migratory
Bird Protection Act. Its activities include proactive
development of habitat for wildlife, supporting wildlife
enrichment efforts, and operating in a manner that
maintains the integrity of the territory inhabited by
sensitive species.

The corporation is proud of its commitment to
the environment and for wisely using the natural
resources that are the foundation of its business.

EMPLOYEES PERSONIFY S5QLID VALUES

Each year MDU Resources recognizes
employees who demonstrate the
corporation’s vision statement and
guiding principles. Highlights of this
year's awards include the following:

The Environmental Integrity

Award for Bill Connors,
Darcy Neigum and Rick
Patzman for finding a way
toe reduce emissions by
improving plant design.

Summit Awards far
Etlen Hardy, above, and
Karen Stevenson for
making their companies
better places to wark.

Einstein Awards for
innovative ideas such as

scheduling wind resources,

negotiating contracts an
telecommunications,
implementing glabal
appreaches to accounting
functions, developing tools

to collect tubing so that it
can be reused, and using
reclaimed fuel oil to fire
asphalt burners.

» Safety Achievemnent Awards

for each business unit.

= A Community Spirit

Award for Lonny Adler,
who has served numerous
organizations and as
mayor and cily commission
president in his community.

HealthQuest Awards

for employee teams who
lost weight and improved
their heatth,

The Inspiration Award for
Mary Ann Johnson, above,
who was recognized for
demonstrating leadership
while acting as a role model
and mentor for women.

For more information about its activities, visit
the relevant section of the corporate Web site at
http://environment.mdu.com.

From left, Pat Davenport, Cheryl Patch, Donette Schmit and Paul
Bienek were among employees who received Einstein Awards in
2006 for their innovative ideas.

MDU RESOURCES GROUP, INC, ¢
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Harry J. Pearce, 44 {10}
Detreit. Michigan

Chairman of MDU Resaurces
Board of Directors

Retired, formerly chairman of
Hughes Electronics Corp., a unit
of General Mators Corp., and
former vice chairman and director
of GM; also serves as a director of
several major corporations

Expertise: Multinational business
management, finance,
engineering and law

Dennis W. Johnson, 57 [6]
Dickinsan, North Dakota

Chairman and chief executive
officer of TM! Systems Design
Caorp., a manufacturer of custem
institutional furniture; and former
direclor of Federal Reserve Bank
of Minneapolis

Expertise: Business management,
engineering and finance

Sister Thomas Welder, 0.5.B.,
86 119)
Bismarck, North Dakota

President of University of Mary, a
director of several organizations
and a past member of the
Consultant-Evaluator Corps for
the North Central Association of
Colleges and Schools

Expertise: Business development
and management

Terry D. Hildestad, 57 (1]
Bismarck, North Dakota

Fresident and
Chief Executive Officer

Fermerly chief operating officer
of MDU Resources and formerly
president and chief executive
officer of Knife River Corporation

Richard H. Lewis, 57 (2]
Denver, Colorado

Founder and former chairman,
president and chief executive
officer of Prima Energy Carp.,

a natural gas and cil exploration
and production company, and
chairman of the board of Entre
Pure ndustries, Inc., a privately
held purified water and ice
business; also a board member
of the Celorado (il and Gas
Association and a director of
Colorade State Bank and Trust

Expertise: Natural gas and
oil industry

John K. Wilsan, 52 (4]
Omaha, Nebraska

President of Durham Resaurces,
LLC, a privately held financial
management company, and
president of Durham Foundation
and director of a mutual fund

Expertise: Finance and natural
gas industry

Thomas Everist, 57 (12]
Sioux Falls, South Dakota

President and chairman of The
Everist Co., an aggreqate,
concrete and asphalt production
company; also serves as a director
of several other corporations

Expertise: Business management,
construction and sand, gravel and
aqggregate production

Patricia L. Moss, 53 (4]
Bend, Oregen

President, chief executive officer
and a director of Cascade Bancorp
and Bank of the Cascades; also
serves as a director of saveral
other corporations

Expertise: Finance and human
resources

Board Changes

Martin A. White, chairman

of the Board of Birectors and
chief executive officer of

MDU Resources, retired
August 17, 2006. Lead Director
Harry ). Pearce was elected
chairman of the board
effective August 17, 2006,
Terry D. Hildestad was elected
to the board effective August 17,
2006. Robert L. Nance retired
effective August 17, 2005,

Karen B, Fagg, 53 (2]
Billings, Montana

President and majority awner of
HKM Engineering, Inc., formerly
vice president of operations fer
Mountain States Energy, Inc.; also
serves an the boards of several
organizations

Expertise: Engineering

S
S s

John L. Olson, 67 (22|
Sidney, Montana

President and chief executive
officer of Blue Rock Products Co.
and Blue Rock Distributing Co.,
beverage bottling and distributing
companies, and chairman of the
board of Admiral Beverage Corp.
with operations and franchises in
the Rocky Mountain states; atso
serves as a director of 3 health
insurance company

Expertise: Marketing, finance
and western U.5. business
development and franchising

Audit Committee

Dennis W. Johnson, Chairman
Richard H. Lewis

John L. Olson

John K. Wilson

Compensation Committee
Thomas Everist, Chairman
Karen B. Fagg

Patricia L. Moss

Meminating and
Governance Committee
John L. Qlsan, Chairman
Karen B. Fagg

Richard H. Lewis

Sister Thomas Welder, 0.5.B.

Expandad biographies of all board
members can be found in the 2007
MDU Resaources Proxy Stalement.

Numbers indicate age and years of
service [ | on the MDU Resources Board
of Directors as of December 31, 2006,




Terry D. Hildestad, 57 (32)
President and Chief Executive
Officer, MDU Resources

Serves on the company’s Beard
of Directors and as chairman

of the board of major subsidiary
companies: formerly president
and chief operating officer of
MDU Resources and formerly
president and chief executive
officer of Knife River Corporation

Bruce T. Imsdahl, 58 [34]
President and Chief Executive
(Officer, Montana-Dakeota
Utilities Co. and Great Plains
Natural Gas Co.

Formerly held executive and
managemeant positions with
Mantana-Dakota

William E. Schneider, 57 [13]
President and Chief Executive
Dfficer, Knife River Corporation

Serves as chief executive officer
of all construction materials
and mining subsidiaries of
Knife River; formerly senior
vice president-construction
materials of Knife River

Steven L. Bietz, 48 [26)
President and Chief Executive
Officer, WBI Holdings, Inc.
Formerly held executive and

management positions with
WBI Holdings.

Vernon A. Raile, 61 [24]
Executive Vice President,
Treasurer and Chief Financial
Officer, MOU Rescurces

Serves as the senior financial
officer and member of the
boards of directars of all major
subsidiary companies; formerly
chief accounting officer of

MDU Resaurces

John K. Castleberry, 52 24)
Executive Vice President-
Administration, MDU Resources

Formerly president and chief
executive officer of WBI Heldings,
Inc. and held varicus executive
and management positions

with Williston Basin Interstate
Pipeline Company and Montana-
Dakota Utilities Co.

Cindy C. Redding, 48 14]

Vice President-Human Resources,

MDU Resources

Formerly held domestic and
international human resources
management positions in the
energy, health care and global
packaging industries with
several major corporations

Other Corporate and
Senior Company Officers

Paul Gatzemeier, 56 5]
President and Chief Executive
Dfficer, Centennial Energy
Resources LLC

Nicole A. Kivisto, 33 [11)
Controlter, MDU Resources

Daran N. Schwartz, 37 (2|
Vice President and

Chief Accounting Officer,
MDU Resources

Johin P. Stumpf, 47 4]
Vice President-Strategic
Planning, MDU Resources

Numbers indicate age and years of
service | ] as of December 31, 2006,

Jahn G_Harp, 54 [31]
President and Chief Executive
Qfficer, MDU Construction
Services Group, Inc.

Formerly cwned construction

services companies that were
acquired by MDU Resources

Paul K. Sandness, 52 [24)
General Counsel and Secretary,
MDU Resources

Serves as general counset and
sacretary for all major company
subsidiaries; formerly senior
attorney and held other positions
of increasing respansibility with
MDU Resources

Management Changes

Vernon A. Raile, in addition

to his position as execulive vice
president and chief financiat
officer, was named treasurer
February 28, 2006.

Daryl A. Splichal was named
senior assistant treasurer
February 28, 2006.

Robest E. Wood, MDU Resources
senior vice presigent-
governmental and public affairs,
retired March 31, 2006.

John P. Stumpf was named vice
president-sirategic planning

of MDU Resources effective
December 1, 2006.

MDU RESOURCES GROUP, INC.
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oil production segment
produced 46 percent
of our earnings this
year. It is vertically
integrated with our
pipeline and energy
services segment,
which produced

10 percent of the
corporation’s earnings.

We produce and deliver fuels that
are the lifeblood of our economy

Our natural gas and oil production
segment I1s a primary growth driver

as demand for energy increases and
commodity prices are strong. We

are aggressively increasing production
by maximizing the potential of our
existing assets and by expanding our
asset base. Pipeline and energy services
provide the network through which we
store and deliver our product as well
as our customers’ products.

MDU RESOURCES GROUP, INC. 13
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Increased Production
and Reserves Boost Returns

Fidelity Exploration & Production Company is proving that its unprecedented success
is based on its solid growth strategies. Those strategies are to increase production
through the drill bit and to grow and diversify reserves by developing key properties
and acquiring new properties. Even though natural gas and oil prices have moved up
and down, Fidelity remains MDU Resources’ largest contributor to record earnings.

Employee expertise and new technolegy helped to achieve a production
increase of 7 percent in 2006. Fidelity is the largest producer of natural gas A
in Montana. Its long-lived fields in that state continue to produce more T
natural gas each year through innovative drilling and completion technologies. -

In 2005, Fidelity completed a major acquisition in Texas that added to
its portfalic and geographically broadened its operations. The company
is developing these properties and pursuing previously bypassed
hydrocarbons in the areas using a casing drilling rig built to company
specifications. In addition, three-dimensional seismic technology is
helping to identify viable formations in developing areas.

Fidelity has developed several ways to manage the water produced NORTH CENTRAL WYOMING

during coalbed natural gas production. Some techniques include managed

Acquisition of oil and naturat
gas properties in the Big Horn

irrigation, livestock watering, industrial uses at nearby coal mines and Basin strengthens Fidelity's
a new water treatment plant that uses advanced ion-exchange technology base of operations in the Rocky
to treat water. Mountain region.

Strategic acquisitions, drilling grow reserves

In 2006, the company acquired new properties in the Big Horn Basin DECKER, WYOMING

of Wyoming, complementing its existing Rocky Mountain properties. The near Montana operations

A new water treatment plant

helps

acquisition included 51 billion cubic feet equivalent of proven reserves. Fidelity responsibly manage

water produced in conjun

Mare than 75 Bcfe of estimated probable and possible reserves are ‘
with coalbed natural gas.

associated with the acquired properties. The reserve base acquired was
45 percent oil, 44 percent natural gas and 11 percent natural gas liquids.

ction

Fidelity has had a successful drilling program. During the past three years,
its drilling success ratio has averaged 94 percent. Drilling and acquisitions
have increased the company's total reserves to a record 701 Bcfe.

Current leaseholds solid; new plays promising -

In all, Fidelity has between 1,500 and 2,000 drilling locations in its existing ~ LT L E
producing fields - mare than five years of potential drilling. The company ?f"’____ﬁ
has been exploring new areas in Texas, South Dakota and western - i

North Dakota, including the Bakken play. In Wyoming, it also is building
a leasehold position in the Green River Basin and expanding its position
in the Big Horn Basin.

The company hedges up to 50 percent of its natural gas and oil production - LT fe
to minimize price volatility. Fidelity produces the fuels that help America )
satisfy its own energy needs and build a solid foundation for its future.

14 MDU RESQOURCES GROUP, INC.




PENITAS, TEXAS
Derrickhand Curtis Craig, left,
and Motorhand Adrian Garcia
work on Fidelity's new casing
drilling rig built to economically
capture previously bypassed
natural gas and oil.

@ Area of principal production and reserves

Fidelity Exploration &
Producticn Company is
engaged in natural gas
and oil acquisition,
exploration, development
and production activities
primarily in the

Rocky Mountain and
Mid-Continent regions
of the United States

and in and around the
Gulf of Mexico.

MDU RESOURCES GROUP, INC.
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Expanding Systems
Feed Growth

WBI Holdings is a prime example of excellent positioning. Its pipeline networks and
natural gas storage fields are well positioned to take advantage of energy development
and market growth. They also are well positioned to support Fidelity Exploration &
Production Company in getting its natural gas to market. WBI| Holdings' regulated and
nonregulated operations add significant value to MDU Resources’ diversifted portfolio.

Growth and system improvements were the big stories in 2006. Total
gathering and transportation throughput increased 17 percent, setting

a company record. Higher storage services revenues and higher gathering
rates also contributed to a new earnings records.

Leading WBI Holdings” expansion in 2006 was its gathering company,

Bitter Creek Pipelines. From building new compression stations to
installing more pipelines, the gathering company invested more than

two times as much in its system as it had in 2005. Growing market demand,
continued natural gas development and new exploration helped Bitter
Creek expand its systems and further broaden its customer base. The
company also has improved its systems by reducing gathering pressures,
which helps increase throughput.

Storage capacity adds value

WBI Holdings owns the largest natural gas storage field in North America.
Along with this field and the other two fields the company owns, WBI
Holdings' storage has a total working capacity of 193 billien cubic feet
equivalent. This valued service was in great demand in 2006, with volumes
transported to storage increasing 48 percent from 2005,

The company's storage facilities and pipeline are well positioned to
supply customers during seasonal lows and to take advantage of pricing
dynamics. Its storage and pipelines straddle two different natural gas
pricing structures, which also gives the company's customers flexibility -
a distinct competitive advantage.

Regulated pipeline segment expanding

Firm natural gas capacity for the company’s Grasslands Pipeline
increased in 2006 through cost-effective compressor modifications

from 90 million cubic feet per day to 87 MMcf/d. This 253-mile pipeline
transports natural gas from the abundant Rocky Mountain production
areas to pipelines that deliver it to growing Midwest markets. This pipeline
has the potential to expand to 200 MMcf/d. Based on anticipated demand,
incremental expansions are forecast during the next few years, ensuring

a steady supply of natural gas to America’s heartland.

14 MDU RESOURCES GROUP, INC.

BISMARCK, NORTH DAKOTA
Hope Schreiner, gas measure-
ment accounting supervisar,
worked with a team of employees
to install a computerized gas
measurement accounting
system.

BAKER, MONTANA
Pipeline gathering system
improvernents assist
Fidelity and other producers
by allowing for production
increases.




NORTHEAST COLORADD
Bitter Creek is experiencing
rapid growth prompted by
increasing natural gas
production within its area of
operations. Cperation Supervisor
Dwayne Bulleck, left, and

Field Manager Gary Andrews
supervised the construction

of a key interconnection with

a rmajor regional interstate
pipeline.

s Energy services offices

o Pipeline gathering systems
® Company storage fields
== Pipeline systems

= |nterconnecting pipelines

WBI Holdings, Inc., through
various subsidiaries,
provides natural gas
transportation, underground
storage and gathering
services through regulated
and nonregqulated pipeline
systems primarily in the
Rocky Mountain and
northern Great Plains
regions of the United States.
The company also provides
energy-related management
services.

MDU RESDURCES GROUP, INC. 17
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materials segment
produced 27 percent
of our earnings. We
expect to continue

to grow this business
as we focus on high-
quality reserves near
high-growth markets.

\_/

We build and maintain the foundation
of America’s infrastructure

Favorable weather conditions, higher
margins and cost-containment initiatives
made for a record year. Infrastructure
spending is expected to remain strong.
We enjoy a distinct competitive advantage
in this business as a result of our strong
reserve position of 1.2 billion tons -

more than a 30-year supply.

MDU RESOURCES GROUP, INC. 1%
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Building Infrastructure
Yields Record Results

Knife River Corporation is the fifth largest producer of sand and gravel in the

United States. Through strategic acquisitions of solid, materials-based companies in
growing mid-sized markets, it has emerged as the country’s ninth largest company
in total aggregate output. This nonrequlated segment of the MDU Resources family
has become a significant factor in the growth of the corporation’s earnings.

Despite inflationary pressures and the rising costs of commaeodities such as
liquid asphalt, diesel fuel and cement, Knife River achieved record earnings
in 2006 generated primarily by existing operations. Streng demand for
construction materials and services, higher margins and favorable weather
drove the increase.

In 2006, Knife River acquired a 15,080-ton liquid asphatt facility
headquartered in Stockton, California, complementing the vertical
integration strategy it started with the 2005 acquisition of an lowa company
that supplies asphalt cement. It also added aggregate reserves and
operations in Washington and Idaho.

Increased focus on higher-margin materials business

Knife River's long-term strategy is to further expand its presence in

the materials business, including rock, sand, gravel, liquid asphatt,
ready-mixed concrete and cement. These are the key ingredients of the
country’'s foundation: a strong highway system, public works infrastructure
and the construction industry. In 2006, the U.S. Department of Commerce
estimated total construction spending at $1.178 trillion. While private
canstruction spending decreased slightly, public canstruction spending
increased. With ownership of 1.2 billion tons of strategic aggregate
reserves, Knife River is well positioned to service these growing markets
and has a distinct competitive advantage to serve its communities.

Building on momentum to beat inflation

Increased efforts to improve margins are being pursued through a variety
of programs, including corporate purchasing of equipment, parts and
commodities; negotiating contract price escalation provisions; streamlining
organizational structure; and applying standardized technology. Safety
performance also dramatically improved in 2006.

Finding companies that are a good fit continues to be part of Knife River's
successful growth strategy, coupled with its ongoing efforts to optimize
existing operations’ perfermance. Many consolidation opportunities still
remain in the construction materials industry. Knife River is poised to
take advantage of those opportunities as it helps build the foundation of
a strong America. )

20 MDU RES50URCES GROUP, INC.

STOCKTON, CALIFORNIA
Knite River acquired a
15,000-10n liquid asphalt
facility in September,
furthering its strategy to be
vertically integrated in its
asphalt supply capabilities,

STOCKTON, CALIFORNIA
DSS Company capitalized on a
strong economy, making 2006
a record year for the Knife River
subsidiary that specializes in
grading, paving, concrete and
underground pipelines.




LEBANON, OREGON

From left, Southern Materials
Division Manager Steve Mote,
Paetsch Quarry Manager
Nerman Hembree and Project
Manager Stratos Flanders of
Morse Bros., Inc. review plans
at the largest single praoject

in the company's history, which
was completed in 2004. MBI
supplied aggregate, ready-
mixed concrete and asphalt
for a 1.4 million-square-foot
distribution center for a large
national home improvement
retail chain.

Knife River Carporation
mines aggregates and
markets crushed stone,
sand, gravel and reiated
construction materials,

Ry including ready-mixed
) concrete, cement, asphalt,
o liquid asphalt and other
P vaiue-added products.

It also performs integrated
construction services.
Knife River operates in

the central, southern and
western United States

and Alaska and Hawaii.

= Canstruction materials locations

MDU RESOURCES GROUP, INC.
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segments produced

17 percent of our
earnings this year.
Steady contributions
and focused growth

of the regulated
businesses complement
the dynamics of

the nonregulated
operations.

We provide the resources to power
our nation’s homes and businesses

These operations include our regulated
electric and natural gas distribution
segments as well as our nonregulated
construction services segment. Each
provides services essential to energy
infrastructure networks - generation,
transmission, distribution, electrical

and mechanical services, and connectivity.
Outstanding customer service is their
winning strategy.

MDU RESOURCES GROUP, INC. 23
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Exceeding Customer

Expectations Creates Success

MDU Construction Services Group's business is people. Its outstanding customer
service and business expertise in a highly competitive environment are the
foundation of its success. Exceeding customers’ expectations brought the company
its second consecutive year of record earnings, contributing greatly to MDU Resources’

shareholders’ return on investment.

A 91 percent increase in 2006 earnings compared to 2005 would normally
be cause for celebration. The MDU Construction Services Group, however,
prefers to be cautiously optimistic. The company depends on its people and
their expertise, which it considers its greatest asset.

Increased workloads and higher construction margins fueled the
company’s 2006 growth. The construction services group has facused on
increasing margins by reducing costs and by taking greater advantage of
group purchasing power. [t also has improved its bench strength and built
a solid base of financially stable customers.

High-growth markets booming

The southwestern United States is the construction services group’s
hottest market right now, fueled by a booming Las Vegas market and
electric infrastructure upgrades in California. Acquisitions of two Las Vegas
companies in 2005 and of a Renc-based company in 2006 contributed
greatly to the construction services group’s success. The most recent
addition is a company that specializes in installing and maintaining
automatic fire suppression systems in the Las Vegas and Reno markets.
Together, these companies employ about 1,500 highly skilled warkers in

an area that is growing by about 5,000 peaple per month.

Aging infrastructure creates opportunities

Demand for electricity is increasing three times as fast as resources are
being added in the United States, a trend that the North American Electric
Reliability Council says is affecting system reliability. Utilities also are
replacing aging infrastructure to help improve reliability. MDU Censtruction
Services Group has significant experience in electrical line building and is
actively pursuing those opportunities. In addition, its expertise in wiring
electric generating facilities is in demand as electric loads grow. Building
essential networks for its customers is the foundation of the company’s
construction services business. Those essential networks are what help
build and connect a strong America.

24 MDU RESOURCES GROUP, INC.
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BURLESON, TEXAS

Ricky Cottrell, left, and

Steven Campos conduct a final
hydraulic pressure check on

a machine manufactured by
Wagner-Smith Equipment Co.

RIVERSIDE, CALIFORNIA
A crewmember from

Pouk & Steinle, Inc. works
on a power line.
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LAS VEGAS, NEVADA MDU Construction

From leit, Bombard Services Group, Inc.
Mechanical Safety Director companies offer utilities
Scoit Free, Bombard and large manufacturing,
Electric Safety Director AR commercial, government
John Hastings and and institutional customers

Bombard Etectric General M a diverse array of products
Fereman Ron Hatter o S

and services. The companies
specialize in electric

line construction, pipeline
censtruction, inside
electrical wiring, cabling
and mechanical work,

fire protection and the
manufacture and distribution
of specialty equipment,

review plans at a job site.

e Construction services cffices

State namas indicate authorized
slates of aperations
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Growing Our Regulated
Foundation Business

Montana-Dakota Utilities is the legacy business base from which the MDU Resources
family of companies developed. Along with Great Plains Natural Gas, Montana-
Dakota provides reliable electric and natural gas service to customers in five states.
For 82 years, this regulated segment has contributed steady earnings and cash

flows to the corporation to benefit customers and shareholders.

While many of the MDU Resources companies have grown significantly

in the past decade, Montana-Dakota has concentrated on providing
dependable, reasonably priced energy to its customers. For some time, it
has been actively seeking opportunities to grow and has now found a good
match. In July 2006, MDU Rescources entered into a merger agreement

to acquire Cascade Natural Gas Corp., a natural gas distribution company
serving 93 fast-growing communities in Washington and Oregon.

Cascade has 235,000 residential, commercial and large industrial
customners, which will approximately double the number of the utility's
natural gas distribution customers. Cascade shareholders approved the
merger in October, The merger also has received Hart-5cott-Rodino
clearance, Regulatory approvats are anticipated in the third quarter of 2007.
The acquisition is expected to significantly enhance regulated earnings

and cash flows.

New electric generation on drawing board

Montana-Dakota experienced a new electric system peak in July, just
one indication of growing demand. The company is analyzing potential
projects to accommodate increasing electric loads and to replace a
purchased power contract. The company is involved in a censortium to
add a new electric generating facility to an existing power plant in South
Dakota. It is evaluating participation in an electric generating facility

in Wyoming as well as wind turbines in Mentana. The company also is in
a partnership with three neighboring utilities to build electric generation
in North Dakota.

New generation in South Dakota is projected to be on line in late 2017 or
early 2012. A major commitment decision will be made in mid-2007. In the
meantime, Montana-Dakota’s existing generation and its participation in
the Midwest Independent Transmission System Operatar, [nc. electric
market ensure a reliable power supply.

Energy services fill niche market

Using employee expertise and existing equipment, Montana-Dakota offers
nonutility customers unique services that fill their needs and enhance the
company’s revenues. A growing demand for value-added projects, such
as pipeline construction to new ethanol plants and fiber optic networks in
regional population centers, has enabled the company to fill a niche
market. Montana-Dakota’s mission to provide electricity, natural gas and
excellent service has been the foundation of its success for generations.
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STURGIS, SOUTH DAKOTA
Montana-Dakota’s Keith
Schroeder, left, and Russ
Murphy install natural gas
distribution lines to a
development that is expected
to include 500 homes.

CORNING, 10WA
Montana-Dakota's David Yexley,
left, confers with Bob Cline of
Corning Municipal Utilities on
construction of a natural gas
pipeline that Corning will use to
serve an ethanol plant.




BISMARCK, NORTH DAKOTA
The challenge of constructing
a uniquely designed substaticn
to serve a growth area was
taken on by Montana-Dakota
electrical workers, from left,
Derrick Martin, Wyatt Hanson,
Gary Peightat, Daryl Jirges,
Kenny Schon, Scott Obritsch,
Jeif Murrey and Tony Schantz.

A

Montana-Daketa Utilities Co.
generates, transmits and
distributes electricity and
distributes natural gas in
Montana, Narth Dakota,
South Daketa and Wyoming,
Great Plains Natural Gas Co.
distributes natural gas in
western Minnesota and
southeastern North Daketa.
These eperations also
supply related value-added
products and services.

® Electric and natural gas
distributian area

* Electric generating stations

*Washington and Gregon natural gas distribution area
15 an acquisition pending regulatory approval.
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AGGREGATES
Sand, gravel or rock used primarily for
construction purposes.

COMPARISON OF FIVE-YEAR
TOTAL STOCKHOLDER RETURN
1In dollars]

$100 invested Becember 31, 2001, in MDU Resources
was worth $235.74 at year-end 2006.
COALBED NATURAL GAS

$250 Natural gas produced from coal deposits.

= MDU Resources
= Pper Group
S&P 500

CONSTRUCTION MATERIALS

Asphalt, cement, concrete reinforcement steel,
concrete masonry block, prestress concrete, precast
concrete, ready-mixed concrete and aggregates.

DISTRIBUTION
The delivery of electricity or natural gas to homes,
businesses and other end-users.

01 a2 03 04 05 0&

GATHERING
Pipelines and related facilities used to bring natural
gas from the well to a central distribution point.

2001 2002 2003 2004 2005 2004
MDU Resecurces $100.00 $95.03 $135.55 $156.17 $196.29 $235.74
Peer Group 100.00 8507 11316 14118 17884 216.06
S&P 500 100.00 7790 100.25 11135 136.61 13502

All data is indexed to December 31, 2007, for

MDU Resources, the peer group and the S&P 500.
Total stockholder return is calculated using the
December 31 price for each year. It is assumed that
all dividends are reinvested in stock at the frequency
paid, and the returns of each component peer issuer
of the group are weighted according to the issuer’s
stock market capitalization at the beginning of

the period.

Peer group issuers are Allegheny Energy Inc.,

Allete Inc., Alliant Energy Corp., Black Hills Corp.,
Comstock Resources Inc., Equitable Resources Inc.,
Florida Rock Industries inc., Hanson PLC ADR,
KeySpan Corp., Kinder Margan Inc., Martin Marietta
Materials Inc., Newfield Exploration Co., NICOR Inc.,
OGE Energy Corp., ONEOK Inc., Peoples Energy Corp.,
Pogo Producing Co., Quanta Services Inc.,

Questar Corp., SCANA Corp., Stone Energy Corp.,
TECO Energy Inc., UGl Corp., Vectren Corp.,

Vulcan Materials Co. and XTO Energy Inc.
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HEDGING
The process of reducing financial exposure by
entering into offsetting transactions.

INFRASTRUCTURE

A substructure or underlying foundation, especially
the basic installations and facilities on which the
continuance and growth of a community depends,
such as roads, power plants, electric lines, naturat
gas pipelines and transportation systems.

NATURAL GAS STORAGE

Typically a depleted oit or natural gas field into which
natural gas is injected and withdrawn as needed
primarily to help meet winter heating demand.

RESERVES

Estimated volumes of natural gas, oil or aggregates
in the ground that can be economically recovered
with reasonable certainty.

TRANSMISSION
The movement of electricity or natural gas from its
source to a local distribution system.

THROUGHPUT
Volume of natural gas moved through a pipeline
to end-users.
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The following abbreviations and acronyms used in this

Form 10-K are defined below:

Abbreviation or Acronym

2003 Medicare Act
AFUDC

AlLJ

Alusa

Anadarko

APB

APB Opinion No. 25

Arch

Army Corps

Badger Hilts Project
ebl

Bcf

BER

Big Stone Station

Bitter Creek

Black Hills Power

BLM

Brascan

Brazilian Transmission Lines

Brush Generating Facility

Btu

Carib Power
Cascade
CBNG
CELESC
CEM

CEMIG

Centennial

Centennial Capital

Centennial International

Centennial Power

Centennial Resources

CERCLA

Clean Air Act
Clean Water Act

Medicare Prescription Drug, improve-
ment and Modernization Act of 2003

Allowance for funds used during
construction

Administrative Law Judge

Tecnica de Engenharia Electrica - Alusa
Anadarko Petroleum Corperation
Accounting Principles Board

Accounting for Stock-Based
Compensaticn

Arch Coal Sales Company

.S, Army Corps of Engineers
Tongue River-Badger Hills Project
Barrel

Billion cubic feet

Montana Board of Environmental
Review

450-MW coal-fired electric generating
facility located near Big Stone City,
South Daketa [22.7 percent ownership)

Bitter Creek Pipelines, LLC, an
indirect wholly owned subsidiary of
WBI Holdings

Black Hills Power and Light Cempany
Bureau of Land Management
Brascan Brasil Ltda.

Company’s equity method investment
in companies owning ECTE, ENTE
and ERTE

213 MW of natural gas-fired electric
generating facilities near Brush,
Colorada

British thermal units

Carih Power Management LLC
Cascade Natural Gas Corporation
Coalbed natural gas

Centrais Elétricas de Santa Catarina S.A.
Colorado Energy Management, LLC,
a direct wholly owned subsidiary of
Centennial Resources

Companhia Energética de Minas
Gerais - CEMIG

Centennial Energy Holdings, Inc.,

a direct wholly owned subsidiary of
the Company

Centennial Holdings Capital LLC,

a direct wholly owned subsidiary

of Centenniat

Centennial Energy Resources
Internatignal, Inc., a direct wholly
owned subsidiary of Centennial
Resources

Centennial Power, Inc., a direct wholly
owned subsidiary of Centenniat
Resources

Centennial Energy Resources LLC,
a direct wholly owned subsidiary of
Centennial

Comprehensive Envirenmental
Response, Compensation and
Liability Act

Federal Clean Air Act

Federal Clean Water Act

Colorado Federal District Court U.S. District Court for the District

Company
D.C. Appeals Court

dk
DRC
EBSR

ECTE

EITF
EITF No. 00-21

EITF No, 04-6
EITF No. #1-6

Els
ENTE

EPA
ERTE

ESA
Exchange Act

FASB
FERC
Fidelity

FIN
FIN47

FIN 48
Great Plains

Grynberg
Hardin Generating Facility

Hart-5cott-Rodino Act

Hartwell
Hartwell Generating Facility

Hobbs Power

Howell
IBEW

Indenture

Innovatum

MDU RESOURCES GROUP, INC.

of Colorade

MDU Resources Group, Inc.
U.5. Court of Appeals for the
District of Columbia Circuit
Decatherm

Dakota Resource Council

Elk Basin Storage Reservoir, one of
Williston Basin's natural gas storage
reservairs, which is located in
Montana and Wyoming

Empresa Catarinense de Transmissao
de Energia S.A.

Emerging Issues Task Force

Revenue Arrangements with Multiple
Deliverables

Accounting for Stripping Costs in the
Mining Industry

Revenue Recognition of Long-Term
Power Sales Contracts

Environmental Impact Statement

Empresa Norte de Transmissao de
Energia S.A.

U.S. Environmental Protection Agency

Empresa Regional de Transmissdo
de Energia S.A.

Endangered Species Act

Securities Exchange Act of 1934,
as amended

Financial Accounting Standards Board
Federal Energy Regulatory Commission

Fidelity Exploration & Production
Company, a direct wholly owned
subsidiary of WB| Holdings

FASB Interpretation No.

Accounting for Conditional

Asset Retirement Obligations -

An Interpretation of FASB Statement
No. 143

Accounting for Uncertainty in
Income Taxes

Great Plains Natural Gas Co., a public
utitity division of the Company

Jack J. Grynberg

116-MW coal-fired electric generating
facility near Hardin, Montana :

Hart-Scoti-Rodino Antitrust
Improvements Act, as amended

Hartwell Energy Lirnited Partnership

310-MW natural gas-fired electric
generating facility near Hartwell,
Geargia (50 percent ownership)

Hobbs Power Funding, LLC, an
indirect subsidiary of ArcLight Energy
Partners Fund Il), L.P.

Howell Pstroleum Corporation, a
wholly owned subsidiary of Anadarko

International Brotherhood of
Electrical Workers

Indenture dated as of Decermnber 15,
2003, as supplemented, from the
Company to The Bank of New York
as Trustee

Innovatum, Inc., a former indirect
whotly owned subsidiary of WBI
Holdings [the stock and a portion of
Innovatum’s assets were sold during
the fourth quarter of 2006]
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Item 8

K-Plan
Kennecott
Knife River

kW
kWh
LPP

LWG
MAPP
MBhis

MBIl

Mcf
MD&A

Mdk
MDU Brasil

MDU Construction Services

Midwest ISO

MMBty

MMcf

MMcfe

MMdk

MNPUC
Montana-Dakota

Montana DEQ

Financial Statements and
Supplementary Data

Company’s 401ik} Retirement Plan
Kennecott Coal Sales Company

Knife River Corporation, a direct
wholly owned subsidiary of Centennial

Kilowatts
Kilowatt-hour

Lea Power Partners, LLC, a former
direct wholly owned subsidiary of
Centennial Power [member interests
were sold in October 2004)

Lower Willamette Group
Mid-Continent Area Power Poot

Thousands of barrels of oil or other
liquid hydrocarbons

Morse Bros., Inc., an indirect wholly
owned subsidiary of Knife River

Thousand cubic feet

Management’s Discussion and
Analysis of Financial Condition and
Results of Operations

Thousand decatherms

MDU Brasil Ltda., an indirect wholly
owned subsidiary of Centennial
International

MDU Construction Services Group,
Inc.. a direct wholly owned subsidiary
of Centennial

Midwest Independent Transmission
System Operator, Inc.

Million Btu

Millien cubic feet

Millien cubic feet equivalent

Million decatherms

Minnesota Public Utilities Commission

Montana-Dakota Utilities Co., a public
utility divisien of the Company

Montana State Department of
Environmentat Quality

Montana Federal District Court U.S. District Court for the District of

Mortgage

MPX

MTPSC
MW
Nance Petroleum

ND Health Department
NDPSC

NEPA

NHPA

Ninth Circuit

NPRC

Oglethorpe

Order on Rehearing

Oregon DEQ

PCBs
PPA
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Montana

Indenture of Mortgage dated May 1,
1939, as supplemented, amended and
restated, from the Company to The
Bank of New York and Douglas J.
Maclnnes, successor trustees

MPX Termoceara Ltda. |49 percent
ownership, sold in June 2005}

Montana Public Service Commission
Megawatt

Nance Petroleurn Corporation, a
wholly owned subsidiary of St. Mary

North Dakota Department of Health

North Dakota Public Service
Commission

Natienal Environmental Policy Act
National Historic Preservation Act
U.S. Ninth Circuit Court of Appeals
Northern Plains Resource Council
Oglethorpe Power Corporation

Order on Rehearing and Compliance
and Remanding Certain Issues for
Hearing

Oregon State Department of
Environmental Quality

Palychlorinated biphenyls
Power purchase and sale agreement

FORM 10-K

Prairielands

Proxy Statement
PSCo
RCRA

SAFETEA-LU

San Joaquin

Prairielands Energy Marketing, Inc..
an indirect wholly owned subsidiary of
WBI Holdings

Company's 2007 Proxy Statement

Public Service Company of Colorado, a
wholly owned subsidiary of Xcel Energy

Resource Conservation and Recovery
Act

Safe, Accountable, Flexible and
Efficient Transpartation Equity Act -
A Legacy for Users

San Joaquin Cagen, LLC, a direct whoily
owned subsidiary of Centennial Power

San Jeaquin Generating Facility 48-MW natural gas-fired electric

SDPUC

SEC

SEIS

SFAS

SFAS No. 71

SFAS No. 87
SFAS No. 109
SFAS No. 123

SFAS No. 123 {revised)
SFAS No. 142
SFAS No. 143

SFAS No, 144

SFAS No, 148

SFAS No. 157
SFAS No. 158

Sheridan System

sip
SMCRA

St, Mary
Stock Purchase Plan

generating facility near Lathrop,
California

South Dakota Public Utilities
Camrnission

U.S. Securities and Exchange
Commisston

Supplemental Envirenmental Impact
Statement

Statement of Financial Accounting
Standards

Accounting for the Effects of Certain
Types of Regulation

Employers’ Accounting for Pensions
Accounting for Income Taxes

Accounting for Stock-Based
Compensation

Share-Based Payment [revised 2004)
Gocdwill and Other Intangible Assets

Accounting for Asset Retirement
Obligations

Accounting for the Impairment or
Disposal of Long-Lived Assets

Accounting for Stock-Based
Compensation - Transition and
Disclosure - an amendment of
SFAS No. 123

Fair Value Measurements

Employers’ Accounting for
Defined Benefit Pension and Other
Postretirement Plans

A separate electric system owned
by Montana-Dakota

State Imptementation Act

Surface Mining Control and
Reclamation Act

St. Mary Land & Exploration Company

Company’s Oividend Reinvestment
and Direct Stock Purchase Plan

Termoceara Generating Facility 220-MW natural gas-fired electric

Trinity Generating Facility

T&TEC

TRWUA
WEI Holdings

Westmoreland
Williston Basin

Wyoming Federal District Court

WYPSC

generating facility in the Brazilian state
of Ceara, owned and operated by MPX

225-MW natural gas-fired electric
generating facility in Trinidad and
Tobago [49.99 percent ownership)

Trinidad and Tobago Electric
Commission

Tongue River Water Users’ Association

WBI Holdings, Inc., a direct wholly
owned subsidiary of Centennial

Westmoereland Coal Company

Williston Basin Interstate Pipeline
Company, an indirect whotly owned
subsidiary of WBI Holdings

U.S. District Court for the District

of Wyoming

Wyaming Public Service Commission
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Forward-Looking Statements

This Form 10-K contains forward-looking statements within the meaning of Section 21E of the Exchange Act. Forward-looking
statements are all statements other than statements of historical fact, including without limitation those statements that

are identified by the words “anticipates,” “estimates,” “expects,” “intends,” "plans,” "predicts” and similar expressions, and
include statements concerning plans, objectives, goals, strategies, future events or performance, and underlying assumptions
[many of which are based, in turn, upon further assumptions] and other statements that are other than statements of
historical facts. From time to time, the Company may publish or atherwise make available forward-tooking statements of

this nature, including statements contained within ltem 7 - MD&A - Prospective Information.

Forward-looking statements involve risks and uncertainties, which could cause actual results or outcomes to differ materially
from those expressed. The Company’s expectations, beliefs and projections are expressed in good faith and are believed by
the Company to have a reasonable basis, including without limitation, management’s examination of historicat operating
trends, data contained in the Company’s records and other data available from third parties. Nonetheless, the Company's
expectations, beliefs or projections may not be achieved or accomplished.

Any forward-looking statement contained in this document speaks only as of the date on which the statement is made, and the
Company undertakes no obligation to update any forward-locking statement or statements to reflect events or circumstances
that occur after the date on which the statement is made or to reflect the occurrence of unanticipated events. New factors
emerge from time to time, and it is not possible for management to predict all of the facters, nor can it assess the effect of
each factor an the Company’'s business or the extent to which any factor, or combination of factors, may cause aclual results
to differ materially from those contained in any forward-looking statement. All forward-looking statements, whether written or
oral and whether made by or on behalf of the Company, are expressly qualified by the risk factors and cautionary statements
in this Form 10-K, inctuding statements contained within Item 1A - Risk Factors.

Iterns 1 and 2. Business and Properties

General

The Company is a diversified natural resource company, which was incorporated under the laws of the state of Delaware in
1924, its principal executive offices are at 1200 West Century Avenue, P.0. Box 5650, Bismarck, North Dakota 58506-5650,
telephone (701) 530-1000. :

Montana-Dakota, through the electric and natural gas distribution segments, generates, transmits and distributes electricity
and distributes natural gas in Montana, North Dakota, South Dakota and Wyoming. Great Plains distributes natural gas in
western Minnesota and southeastern North Dakota. These operations also supply related value-added products and services.

The Company, through its whaolly owned subsidiary, Centennial, owns WBI Holdings [comprised of the pipeline and energy
services and the natural gas and oil production segments], Knife River [construction materials and mining segment), MDU
Canstruction Services [canstruction services segment], Centennial Resources (independent power production segment] and
Centennial Capital (reflected in the Other categoryl,

As of December 31, 2006, the Company had 11,5246 employees with 161 employed at MOU Resources Group, Inc., 885 at
Montana-Dakata, 35 at Great Plains, 539 at WBI Holdings, 5,032 at ¥nife River, 4,715 at MDU Construction Services and 159

at Centennial Resources. The number of employees at certain Company operations fluctuates during the year depending upon
the number and size of construction projects. The Company considers its relations with employees to be satisfactory.

At Montana-Dakota and Williston Basin, 424 and 73 employees, respectively, are represented by the IBEW. Labor contracts
with such employees are in effect through April 30, 2007, and March 31, 2008, for Montana-Dakota and Williston Basin,
respectively.

Knife River has 43 labor contracts that represent approximately 1,000 of its construction materials employees, Knife River
is in negotiations on nine of its labor contracts.

MDU Construction Services has 82 labar contracts representing the majority of its employees. The majority of the labor
contracts contain provisions that prohibit work stoppages or strikes and provide for binding arbitration dispute resolution in
the event of an extended disagreement.

The Company’s principal properties, which are of varying ages and are of different construction types, are generally in good
condition, are well maintained and are generally suitable and adequate for the purpases for which they are used.

The financial results and data applicable to each of the Company’s business segments as well as their financing requirements
are set forth in Item 7 - MD&A and Item B - Note 15 and Supplementary Financial information.
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The operations of the Company and certain of its subsidiaries are subject to federal, state and local laws and regulations
providing for air, water and solid waste pollution control; state facility-siting regulations; zoning and planning regulations of
certain state and ldgcal authorities; federal health and safety regulations and state hazard communication standards, The
Company helieves that it is in substantial compliance with these regulations, except as to what may be ultimately determined
with regard to the Portland, Oregan, Harbor Superfund Site, which is discussed under Items 1 and 2 - Business and Properties
- Construction Materials and Mining - Environmental Matters and in ltem 8 - Note 20. There are no pending CERCLA actions
for any of the Company’s properties, other than the Partland, Oregon, Harbor Superfund Site.

Governmental regulations establishing environmental protection standards are continuously evolving and, therefore, the
character, scope, cost and availability of the measures that will permit compliance with these laws or regulations cannot be
accurately predicted. Disclosure regarding specific environmental rmatters applicable to each of the Company’s businesses is
set forth under each business description below.

This annual report on Form 10-K, the Company’s quarterly reports on Form 10-Q, the Company's current reports on Form 8-K
and any amendments to those reports filed or furnished pursuant to Section 13{a} or 15(d] of the Exchange Act are available
free of charge through the Company’'s Web site as soon as reasonably practicable after the Company has electronically filed
such reports with, or furnished such reports to, the SEC. The Company’'s Web site address is www.mdu.com. The information
avaitable on the Company’s Web site is not part of this annual report on Form 10-K,

Electric

General Moentana-Dakota provides electric service at retail, serving over 119,000 residential, commercial, industrial and
municipal customers located in 177 communities and adjacent rural areas as of December 31, 2006. The principal properties
owned by Mentana-Dakota for use in its electric operations include interests in seven electric generating stations, as

further described under System Supply and Systern Demand, and approximately 3,100 and 4,400 miles of transmission and
distribution lines, respectively. Montana-Dakota has obtained and holds, or is in the process of renewing, valid and existing
franchises authorizing it to conduct its electric operations in all of the municipalities it serves where such franchises are
required. For additional information regarding Montana-Dakota's franchises, see [tem 7 - MD&A - Prospective Information -
Electric. As of December 31, 2006, Montana-Dakota's net electric plant investment approximated $319.8 million.

Substantially all of Montana-Dakota’s electric properties are subject to the lien of the Mortgage and to the junior lien of the
Indenture.

The percentage of Montana-Dakota’s 2006 retail electric utitity operating revenues by jurisdiction is as follows: North Dakota -
60 percent; Montana - 22 percent; South Dakota - 7 percent; and Wyoming - 11 percent. Retail electric rates, service,
accounting and certain security issuances are subject to regulation by the NDOPSC, MTPSC, SDPUC and WYPSC. The interstate
transmission and wholesale electric power operations of Montana-Dakata also are subject to regulation by the FERC under
provisions of the Federal Power Act, as are intercannections with other utilities and power generators, the issuance of
securities, accounting and other matters. Montana-Dakota participates in the Midwest 1SO wholesale energy market.

The Midwest IS0 is a regienal transmission organization responsible for operational control of the transmission systems

of its members. The Midwest ISO provides security center operations, tariff administration and operates a day-ahead and
real-time energy market. As a member of Midwest 150, Montana-Dakota's generation is sold into the Midwest IS0 energy
market and its energy needs are purchased from that market.

System Supply and System Demand Through an interconnected electric system, Montana-Dakota serves markets in portions
of western North Dakota, including Bismarck, Dickinson and Williston; eastern Montana, including Glendive and Miles City:
and northern South Dakota, including Mobridge. The interconnected systermn consists of seven electric generating stations,
which have an aggregate turbine nameplate rating attributable to Montana-Dakota’s interest of 436,055 kW and a total
summer net capability of 478,270 kW. Montana-Dakota's four principal generating stations are steam-turbine generating
units using coal for fuel. The nameplate rating for Montana-Dakota’'s ownership interest in these four stations {including
interests in the Big Stone Station and the Coyote Station, aggregating 22.7 percent and 25.0 percent, respectively] is
327,758 kW. Three combustion turbine peaking stations supply the balance of Montana-Daketa’s interconnected system
electric generating capability. In September 2005, Montana-Dakota entered inte a contract for seasonal capacity from

a neighboring utility, starting at 85 MW in 2007, increasing to 105 MW in 2011, with an opticn for capacity in 2012. Energy
also will be purchased as needed from the Midwest ISO market.
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The following table sets forth details applicable to the Company's electric generating stations:

2006 Net
Namegplate Summer Generation
Rating Capabitity lkWh in
Generating Station Type (kW) {kw) thousands|
North Dakota:
Coyote* Steam 103,647 106,750 701,413
Heskett Steam 86,000 102,870 444,266
Williston Combustion Turbine 7.800 2.600 661"
South Dakota:
Big Stone* Steam 94,111 104,550 727,347
Montana:
Lewis & Clark Steam 44,000 52,300 336,936
Glendive ~Combustion Turbine 77,347 79,400 6514
Miles City Combustion Turbine 23,150 22,800 1,649
436,055 478,270 2,218,059

* Reflects Montana-Dakota's ownership interest.
** Station use, to meel MAPP's accreditation requirements, exceeded generation.

Virtually all of the current fuel requirements of the Coyote, Heskett and Lewis & Clark stations are met with coal supplied

by subsidiaries of Westmoreland. Contracts with Westmoreland for the Coyote, Heskett and Lewis & Clark stations expire in
May 2016, April 2011 and December 2007, respectively. In July 2004, Montana-Dakota entered into separate three-year coal
supply agreements with each of Kennecott and Arch to meet the majority of the Big Stone Station’s fuet requirements for the
years 2005 to 2007 at contracted pricing. The Kennecott agreement pravides for the purchase of 1.3 million tons of coat in
2007. The Arch agreement pravides for-the purchase of 500,000 tons of coal in 2007.

The Coyote coal supply agreement provides for the purchase of coal necessary to supply the coal requirements of the

Coyote Station or 30,000 tons per week, whichever may be the greater quantity at contracted pricing. The maximum quantity
of coal during the term of the agreement, and any extension, is 75 million tons. The Heskett coal supply agreement provides
for the purchase of coal necessary to supply the coal requirements of Heskett Station at contracted pricing. Montana-Dakota
estimates the coal requirement to be in the range of 500,000 to 600,000 tons per contract year. The Lewis & Clark coal
supply agreement provides for the purchase of coal necessary to supply the coal requirements of the Lewis & Clark Station
at contracted pricing. Montana-Dakota estimates the coal requirement to be in the range of 250,000 to 325,000 tons per
contract year.

During the years ended December 31, 2004, through December 31, 2006, the average cost of coal purchased, including freight
at Mantana-Dakota's electric generating stations lincluding the Big Stone and Coyote stations] was as follows:

Years Ended December 31, 2006 2005 2004
Average cost of coal per million Btu $1.26 $ .14 % 1.08
Average cost of coal per ton $18.48 $17.01 $15.96

The maximum electric peak demand experienced to date attributable to sales to retail customers on the interconnected
system was 485,456 kW in July 2006. Montana-Dakota's latest forecast for its interconnected system indicates that its
annual peak will continue to occur during the summer and the peak demand growth rate through 2012 will approximate
1.2 percent annually.

Montana-Dakota expects that it has adequate capacity available through existing baseload generating stations, turbine
peaking stations and firm contracts to meet the peak demand requirements of its customers through 2012, Future capacity
that is needed to replace contracts and meet system growth requirements is expected to be met by constructing new
generation resources or acquiring additional capacity through power contracts. For additional infermation regarding potential
power generation projects, see ltem 7 - MD&A - Prospective Information - Electric.

Montana-Dakota has major interconnections with its neighboring utilities and considers these intercennections adequate for
coordinated planning. emergency assistance, exchange of capacity and energy and power supply reliability.

Through the Sheridan System, Montana-Dakota serves Sheridan, Wyoming, and neighbaring communities. The maximum
peak demand experienced to date and attributable to Montana-Dakota sales to retail consumers on that system was
approximately 54,400 kW and occurred in July 2006.
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in December 2004, Montana-Dakota entered inta a power supply contract with Black Hills Power to purchase up to 74,000 kW
of capacity annually during the pericd from January 1, 2007, to December 31, 2014. This contract also provides an option for
Montana-Dakota to purchase 25 MW of an existing or future baseload coal-fired electric generating facility from Black Hitls
Power to serve the Sheridan load.

Regulation and Competition Montana-Dakota is subject to competition in varying degrees, in certain areas, from rural electric
cooperatives, on-site generators, co-generators and municipally owned systems. In addition, competition in varying degrees
exists between electricity and alternative forms of energy such as natural gas.

Fuel adjustment clauses contained in North Dakota and South Dakota jurisdictional electric rate schedules allow
Montana-Dakota to reflect increases or decreases in fuel and purchased power costs lexcluding demand charges) on

a timely basis. An Electric Power Supply Cost Adjustment mechanism approved by the WYPSC in December 2006 will allow
Montana-Dakota to timely reflect increases or decreases in fuel and purchased power costs related to the power supply
contract with Black Hills Power mentioned above. In Montana, which in 2006 accounted for 22 percent of retail electric
revenues, such cost changes are includable in general rate filings.

Environmental Matters Montana-Dakota's electric operations are subject to federal, state and local laws and regulations
providing for air, water and solid waste pollution control; state facility-siting regulations; zoning and planning regulations
of certain state and local authorities; federal health and safety regulations; and state hazard communication standards.
Montana-Dakota believes it is in substantial compliance with these regulations.

Montana-Dakota’s electric generating facilities have Title V Operating Permits, under the Clean Air Act, issued by the states
in which it operates. Each of these permits has a five-year life. Near the expiration of these permits, renewal applications are
submitted. Permits continue in force beyond the expiration date, provided the application for renewal is submitted by the
required date, usually six months prior to expiration. One permit was renewed in 2004. The next permit will expire in 2009.
State water discharge permits issued under the requirements of the Clean Water Act are maintained for power production
facilities on the Yellowstone and Missouri rivers. These permits also have five-year lives, Montana-Dakota renews these
permits as necessary prior to expiration. Other permits held by these facilities may include an initial siting permit,

which is typically a one-time, preconstruction permit issued by the state; state permits ta dispose of combustion by-products;
state authorizations to withdraw water for operations; and Army Corps permits to construct water intake structures.
Mantana-Dakota’s Army Corps permits grant one-time permission to construct and do not require renewal. Other permit
terms vary and the permits are renewed as necessary.

Montana-Dakata’s electric operations are conditionally exernpt small-quantity hazardous waste generators and subject only
to minimum regulation under the RCRA. Montana-Dakota routinely handles PCBs from its electric operations in accordance
with federal requirements. PCB storage areas are registered with the EPA as required.

On November 20, 2006, the Sierra Club sent a notice of intent to fite a citizen suit in federal court under the Clean Air Act to
the co-owners, including Montana-Dakota, of the Big Stone Statian. For mare information regarding this notice, see ltem 8 -
Note 20.

Montana-Dakota did not incur any material environmental expenditures in 2006. Expenditures are estimated to be $4.6 million,
$16.3 million and $4.2 million in 2007, 2008 and 2009, respectively, to maintain environmental compliance as new emission
contrals are required. Projects will include sulfur-diexide and mercury control equipment installation at the power plants.

Far matters involving Montana-Dakota and the ND Heatth Department, see ltem 8 - Note 20.

Natural Gas Distribution

General Montana-Dakota sells natural gas at retail, serving over 231,000 residential, commercial and industrial customers in
145 communities and adjacent rural areas as of December 31, 2006, and provides natural gas transportation services to certain
customers on its system. Great Plains sells natural gas at retail, serving over 22,000 residential, commercial and industrial
customers in 19 communities and adjacent rural areas as of December 31, 2006, and provides natural gas transportation
services to certain customers on its system. These services for the two public utility divisions are provided through distribution
systems aggregating approximately 5,600 miles. Montana-Dakota and Great Plains have obtained and hold, or are in the
process of renewing, valid and existing franchises authorizing them to conduct their natural gas operations in all of the
municipalities they serve where such franchises are required. For additional information regarding Montana-Dakota's and
Great Plains’ franchises, see tem 7 - MD&A - Prospective Information - Natural Gas Distribution. As of December 31, 2004,
Montana-Dakata’s and Great Plains’ net natural gas distribution plant investment approximated $164.0 million.

Substantially all of Montana-Dakota's natural gas distribution properties are subject to the lien of the Mortgage and to the
junior lien of the Indenture.

34 MDU RESOURCES GROUP, INC. FORM 10-K



The percentage of Montana-Dakota's and Great Plains’ 2006 natural gas utility operating revenues by jurisdiction is as follaws:
North Dakota - 39 percent; Minnesota - 11 percent; Montana - 24 percent; South Dakota - 20 percent; and Wyoming - 6
percent. The natural gas distribution operations of Montana-Dakota are subject to regulation by the NDPSC, MTPSC, SDPUC
and WYPSC regarding retail rates, service, accounting and certain security issuances. The natural gas distribution operations
of Great Plains are subject to regulation by the NDPSC and MNPUC regarding retail rates, service, accounting and certain
security issuances.

During 2006, the Company entered into a definitive merger agreement to acguire Cascade. For more information regarding
Cascade, see Item 8 — Note 22.

System Supply, System Demand and Competition Montana-Dakota and Great Plains serve retail natural gas markets,
consisting principally of residential and firm commercial space and water heating users, in portions of North Dakota, including
Bismarck, Dickinsan, Wahpeton, Williston, Minot and Jamestown; western Minnesota, including Fergus Falls, Marshall and
Crookston; eastern Mantana, including Billings, Glendive and Miles City; western and north-central South Dakota, including
Rapid City, Pierre and Mobridge; and northern Wyoming, including Sheridan. These markets are highly seasonal and sales
volurnes depend largely on the weather, the effects of which are mitigated in certain jurisdictions by a weather normalization
mechanism discussed in Regulatory Matters.

The following table reflects this segment’s natural gas sales, natural gas transportation volumes and degree days as a
percentage of normal:

Years Ended December 31, 2008 2005 2004
Mk}
Sales:
Residential ' 18,998 20,086 20,303
Commercial 13,830 14,457 14,598
Industrial 1,725 1,488 1,706
Total 34,553 36,231 36,607
Transportation:
Commercial 1,579 1,637 1,702
Industrial 12,479 12,928 12,154
Total 14,058 14,565 13.854
Total throughput 48,611 50,796 50,463
Degree days* (% of normal) 86.7% 90.9% 90.7%

* Degree days are @ measure of daily temperature-related demand for energy for heating.

Competition in varying degrees exists between natural gas and ather fuels and forms of energy. Montana-Dakota and

Great Plains have established various natural gas transportation service rates for their distribution businesses to retain
interruptible commercial and industrial loads. Certain of these services include transpartation under flexible rate schedules
whereby Montana-Dakota’s and Great Plains’ interruptible customers can avail themselves of the advantages of open access
transportation on regional transmission pipelines, including the system of Williston Basin, Northern Natural Gas Company
and Viking Gas Transmission Campany. These services have enhanced Montana-Dakota’s and Great Plains’ competitive
posture with alternate fuels, although certain of Montana-Dakaota's customers have bypassed the respective distribution
systems by directly accessing transmission pipelines located within close proximity. These bypasses did not have a material
effect on results of operations.

Montana-Dakota and Great Plains obtain their system requirements directly from producers, processors and marketers. Such
natural gas is supplied by a portfolic of contracts specifying market-based pricing, and is transported under transportation
agreements by Williston Basin, Kinder Morgan, Inc., Seuth Dakota Intrastate Pipeline Company, Northern Berder Pipeline
Company, Viking Gas Transmission Company and Northern Natural Gas Company to provide firm service to their customers.
Montana-Dakota also has contracted with Williston Basin and Great Plains has contracted with Northern Natural Gas
Company to provide firm storage services that enable both divisions to meet winter peak requirements as well as allow them
to better manage their natural gas costs by purchasing natural gas at more uniform daily volumes throughout the year.
Demand for natural gas, which is a widely traded commodity, is sensitive to seasonal heating and industrial load requirements
as well as changes in market price. Montana-Dakota and Great Plains believe that, based on regional supplies of natural gas
and the pipeline transmission network currently available through its suppliers and pipeline service providers, supplies are
adequate to meet their system natural gas requirements for the next five years.

Regulatory Matters In September 2004, Great Plains filed an application with the MNPUC for a natural gas rate increase.
For additional information regarding Great Plains’ natural gas rate increase filing, see ltem 8 - Note 19.

MDU RESOURCES GROUP, INC. FORM 10-K 37




Montana-Dakota’s and Great Plains’ retail natural gas rate schedules contain clauses permitting monthly adjustments in
rates based upon changes in natural gas commadity, transportatian and storage costs. Current regulatory practices allow
Montana-Dakota and Great Plains to recover increases or refund decreases in such costs within a period ranging from

24 to 28 months from the time such costs are paid.

Montana-Dakota’s North Dakota, South Dakota-Black Hills and South Dakota-East River area natural gas tariffs contain a
weather normalization mechanism applicable to firm customers that adjusts the distribution delivery charge revenues to
reflect weather fluctuations during the billing period from November 1 through May 1.

Environmental Matters Montana-Dakota's and Great Plains’ natural gas distribution operations are subject to federal, state
and local environmental, facility-siting, zoning and planning laws and regulations. Mentana-Dakota and Great Plains believe
they are in substantial compliance with those regulations.

Montana-Dakota’s and Great Ptains” operations are conditionally exempt small-quantity hazardous waste generators and
subject only to minimum regulation under the RCRA. Mantana-Dakota and Great Plains routinely handle PCBs from their
natural gas operations in accordance with federal requirements. PCB storage areas are registered with the EPA as required.

Montana-Dakota and Great Plains did nat incur any material environmental expenditures in 2004 and do nat expect to incur
any material capital expenditures related to enviranmental compliance with current laws and regulations in relation to the
natural gas distribution operations through 2009.

Montana-Dakota commenced the remediation of a historic manufactured gas plant located in Bismarck, North Dakota, in early
2007. Expenses related to this work are not expected to be material and are expected to be recovered through the regulatory
process. In addition, Montana-Dakota has had an economic interest in five other historic manufactured gas plants within its
service territory, none of which are currently being actively investigated, and for which any remediation expenses are not
expected to be material.

Construction Services

General MDU Construction Services specializes in electrical line construction, pipeline constructian, inside electrical wiring
and cabling, external lighting and traffic signatization, and mechanical and fire protection services as well as the manufacture
and distribution of specialty equipment. These services are pravided to utilities and large manufacturing, commercial,
government and institutional customers.

During 2006, the Company acquired a construction service business in Nevada. This acquisition was not material to
the Campany.

Construction and maintenance crews are active year round. Hawever, activity in certain locations may be seasonal in nature
due to the effects of weather.

MDU Construction Services operates a fleet of owned and leased trucks and trailers, support vehicles and specialty
construction equipment, such as backhoes, excavatars, trenchers, generators, boring machines and cranes. In addition, as of
December 31, 2006, MDU Construction Services owned or leased offices in 16 states. This space is used for offices, equipment
yards, warehousing, storage and vehicie shops. At December 31, 2006, MDU Construction Services' net plant investmant was
approximately $45.8 miltion,

MDU Construction Services' backlog is comprised of the uncompleted portion of services to be performed under job-specific
contracts and the estimated value of future services that it expects to provide under ather master agreements. The backlog

at December 31, 2006, was approximately $527 million compared to $403 million at December 31, 2005. MDU Construction
Services expects to complete a significant amount of this backlog during the year ending December 31, 2007. Due to the
nature of its contractual arrangements, in many instances MDU Construction Services” custamers are not committed to the
specific valumes of services to be purchased under a contract, but rather MDU Construction Services is committed to perform
these services if and to the extent requested by the customer. The customer is, however, obligated to obtain these services
from MDU Construction Services if they are not performed by the customer's employees. Therefare, there can be no assurance
as to the customer’s requirements during a particular peried or that such estimates at any point in time are predictive of
future revenues.

This industry is experiencing a shortage of lineworkers in certain areas. MDU Construction Services works with the National
Electrical Contractors Association and the IBEW on hiring and recruiting qualified lineworkers.

Competition MDU Construction Services operates in a highly competitive business environment. Most of MDU Construction
Services  work is obtained on the basis of competitive bids or by negetiation of either cost plus or fixed price contracts.

The workforce and equipment are highly mobile, providing greater flexibility in the size and location of MDU Construction
Services' market area. Competition is based primarily on price and reputation for quality, safety and reliability. The size and
area location of the services provided as well as the state of the economy will be factors in the number of competitors that
MDU Construction Services will encounter on any particular project. MDU Construction Services believes that the
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diversification of the services it provides, the market it serves throughout the United States and the }nanagement of its
waorkforce will enable it to effectively operate in this competitive environment.

Utilities and independent contractors represent the largest customer base for this segment. Accordingly, utility and
subcontract work accounts for a significant porticn cof the work performed by MDU Construction Services and the amount

of construction contracts is dependent to a certain extent on the level and timing of maintenance and construction programs
undertaken by customers. MOU Construction Services relies on repeat customers and strives to maintain successful
long-term relationships with these customers.

Environmentat Matters MDU Construction Services operations are subject to regulation customary for the industry, including
federal, state and local envirenmental compliance. MDU Construction Services believes it is in substantial compliance with
these regulations.

The nature of MDU Construction Services’ operations is such that few, if any, environmental permits are required. Operational
convenience supports the use of petroleumn storage tanks in several locations, which are permitted under state programs
authorized by the EPA. MDU Construction Services has no ongoing remediation related to releases from petroteum storage
tanks. MBU Construction Services' operations are conditionally exempt small-quantity waste generators, subject to minimal
requlation under the RCRA. Federal permits for specific canstruction and maintenance jobs that may reguire these permits
are typically obtained by the hiring entity, and nat by MDU Construction Services,

MDU Construction Services did not incur any material environmental expenditures in 2006 and does not expect to incur any
material capital expenditures related to environmental compliance with current laws and regulations through 2009,

Pipeline and Energy Services

General Williston Basin, the regulated business of WBI Holdings, owns and operates over 3,700 miles of transmission,
gathering and storage lines and owns or leases and operates 27 compressor stations in the states of Mentana, North Dakota,
South Dakota and Wyoming. Three underground starage fields in Mantana and Wyoming provide storage services to local
distribution companies, producers, natural gas marketers and others, and serve to enhance system deliverability. Williston
Basin's system is strategically located near five natural gas preducing basins, making natural gas supplies available to
Williston Basin's transportation and sterage customers. The system has 11 interconnecting points with other pipeline facilities
allowing far the receipt and/or delivery of natural gas to and from other regions of the country and from Canada. At December
31, 2006, Williston Basin's net plant investment was approximately $235.5 million. Under the Natural Gas Act, as amended,
Williston Basin is subject to the jurisdiction of the FERC regarding certificate, rate, service and accounting matters.

Bitter Creek, the nonregulated pipeline business, owns and operates gathering facilities in Colorado, Kansas, Montana and
Wyoming. Bitter Creek also owns a one-sixth interest in the assets of various offshore gathering pipelines, an associated
onshore pipeline and related processing facilities. In total, these facilities include over 1,800 miles of field gathering lines
and 83 awned or leased compression facilities, some of which interconnect with Williston Basin’s system. In addition,
Bitter Creek provides installation sales and/or leasing of alternate energy delivery systems, primarily propane air facilities,
energy efficiency product sales and installation services to large end users.

WBI Haldings, through its energy services business, provides natural gas purchase and sales services to local distribution
companies, producers, other marketers and a limited number of large end users, primarily using natural gas produced by
the Company’s natural gas and oil production segment. Certain of the services are provided based on contracts that call for
a determinable quantity of natural gas. WBI Holdings currently estimates that it can adequately meet the requirements

of these contracts. WBI Holdings transacts a significant portion of its pipeline and energy services business in the northern
Great Plains and Rocky Mountain regions of the United States.

In 2004, WB Holdings sold Innavatum, a cable and pipeline magnetization and locating company. Certain assets of Innovatum
were not included in the sale; however, the Company is actively pursuing a sale of those remaining assets. For additional
informatian regarding Innovatum, see Item 8 - Notes 2and 3.

System Demand and Competition Williston Basin competes with several pipelines for its customers’ transportation, storage
and gathering business and at times may discount rates in an effort to retain market share. However, the strategic location
of Williston Basin’'s system near five natural gas producing basins and the availability of underground storage and gathering
services provided by Williston Basin and affiliates along with interconnections with other pipelines serve to enhance
Williston Basin's competitive position.

Although certain of Willistan Basin’s firm customers, including its largest customer Montana-Dakota, serve relatively
secure residential and commercial end users, they generally all have some price-sensitive end users that could switch to
alternate fuels.
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Williston Basin transports substantially atl of Mentana-Dakota's natural gas, primarity utilizing firm transportation
agreements, which for the year ended December 31, 2006, represented 66 percent of Williston Basin's currently subscribed
firm transportation contract demand. Montana-Dakota has a firm transportation agreement with Williston Basin for a term
of five years expiring in June 2012. In addition, Montana-Dakota has a contract with Williston Basin te provide firm storage
services to facilitate meeting Montana-Dakota's winter peak requirements for a term of 20 years expiring in July 2015.

Bitter Creek competes with several pipelines for existing customers and expansions of its systems to gather natural gas in
new areas. Bitter Creek’s strang position in the fields in which it operates, its focus on customer service, along with its
interconnection with various other pipelines serve to enhance its competitive position.

System Supply Williston Basin's underground natural gas storage facilities have a certificated storage capacity of approximately
353 Bef, including 193 Bef of working gas capacity, 85 Bef of cushion gas and 75 Bef of native gas. The native gas includes an
estimated 29 Bef of recoverable gas. Williston Basin’s storage facilities enable its customers to purchase natural gas at more
uniform daily velumes throughout the year and, thus, facilitate meeting winter peak requirements. For information regarding
natural gas storage legal proceedings, see Iltem 1A - Risk Factors - Other Risks and Item 8 - Note 20,

Natural gas supplies from certain traditional regional sources have declined during the past several years and such declines
are anticipated to continue. As a result, Williston Basin anticipates that a potentially significant amount of the future supply
needed to meet its customers’ demands will come from nontraditional and off-system sources. The Company's CBNG assets
in the Powder River Basin are expected to meet some of these supply needs. For additional information regarding CBNG legal
proceedings, see ltem 1A - Risk Factors - Environmental and Regulatory Risks and Item 8 - Note 20. Williston Basin expects
to facilitate the movement of these supplies by making available its transportation and storage services. Witliston Basin will
continue to look for opportunities to increase transpartation, gathering and storage services through system expansion and/or
other pipeline interconnections or enhancements that could provide substantial future benefits.

Regulatory Matters and Revenues Subject to Refund In Decerber 1999, Williston Basin filed a general natural gas rate change
application with the FERC. For additional information, see ltem 8 - Note 19.

Environmental Matters WB| Haldings’ pipeline and energy services operations are generally subject to federal, state and local
environmental, facility-siting, zoning and planning laws and regulations. WBI Holdings believes it is in substantial compliance
with those regulations.

Ongoing operations are subject to the Clean Air Act and the Clean Water Act. Administration of many provisions of these {aws
has been delegated to the states where Williston Basin and Bitter Creek operate, and permit terms vary. Some permits require
annual renewal, some have terms ranging from one to five years and others have no expiration date. Permits are renewed as
necessary.

Detailed envirenmental assessments are included in the FERC's permitting processes for both the censtruction and
abandonment of Williston Basin’s natural gas transmission pipelines and storage facilities.

WB! Holdings' pipeline and energy services operations did not incur any material environmental expenditures in 2006 and do
not expect to incur any material capital expenditures related to environmental compliance with current laws and regulations
through 2009.

Natural Gas and Oil Production

Geperal Fidelity is involved in the acquisition, exploration, development and preduction of natural gas and oil resources.
Fidelity's activities include the acquisition of producing properties and leaseholds with potential development opportunities,
exploratory drilling and the operation and developrment of natural gas and oil production properties. Fidelity shares revenues
and expenses from the development of specified properties in proportion to its ownership interests. Fidelity’s business is
focused primarily in three core regions: Rocky Mountain, Mid-Continent/Gulf States, and Offshore Gulf of Mexico.

Rocky Mountain

Fidelity's properties in this region are primarily located in the states of Colerado, Mantana, Narth Dakota and Wyoming.
Fidelity owns in fee or holds natural gas and oil leases for the properties it operates that are in the Bonny Field located in
eastern Colorado, the Baker Field in southeastern Montana and southwestern North Dakota, the Bowdoin area located in
north-centrat Montana, and the Powder River Basin of Montana and Wyoming. In 2004, Fidelity acquired and became the
operator of natural gas and oil properties in the Big Horn Basin of Wyaming. This acquisition was not material to the Company.
Fidelity also owns nonoperated natural gas and oil interests and undeveloped acreage positions in this region.

Mid-Continent/Gulf States

This region includes properties in Alabama, Louisiana, New Mexico, Oklahoma and Texas. Fidetity owns in fee or holds natural
gas and oil leases for the properties it operates that are in the Tabasco and Texan Gardens fietds of Texas. In addition, Fidelity
owns several nonoperated interests and undeveloped acreage positions in this region.
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Offshore Gulf of Mexico
Fidelity has nenoperated interests threughout the Offshore Gulf of Mexico. These interests are primarily located in the shallow
waters off the coasts of Texas and Louisiana.

Fidelity continues to seek additionat reserve and preduction growth opportunities through the direct acquisition of preducing
properties, through the acquisition of exploration and development leaseholds and acreage and through exploratory drilling
opportunities, as well as development of its existing properties. Future growth is dependent upon its success in these endeavors.

Operating Information Information on natural gas and oil production, average realized prices and production costs per Mcf
equivalent for 2006, 2005 and 2004, were as follows:

2006 2005 2004
Natural gas:
Production [MMcf) 62,062 59,378 59,750
Average realized price per Mcf lincluding hedges) $ 603 $ 6.11 $ 469
Average realized price per Mcf (excluding hedges] $ 5.62 $ 6.87 $ 4.90
Oil:
Production [MBbls) 2,041 1,707 1,747
Average realized price per barrel (including hedges) $50.64 $42.59 $34.14
Average realized price per barrel [excluding hedges] $51.73 $48.73 $37.75
Production costs, including taxes, per Mcf equivalent:
Lease operating costs $ M $ .56 $ 47
Gathering and transportation .25 .20 A7
Production and property taxes A7 .50 32
$ 1.43 $ 1.26 $ 96
2004 annual net production by region was as follows:
Natural
Gas 0oil Total Percent of
Region {MMef] {MBbls) [MMcfe) Total
Rocky Mountain 47,879 1172 54,909 4%
~ Mid-Continent/Gulf States 8,513 360 11,872 16
Offshore Gulf of Mexico 5,670 0% 7526 10
Total 62,062 2,041 74,307 100%

Well and Acreage Information Gross and net productive weil counts and gross and net developed and undeveloped acreage
related to Fidelity's interests at December 31, 2006, were as follows:

Gross™ Net**
Productive wells:
Natural gas 4,128 3,373
il 3,817 240
Total 7,945 3,613
Develaped acreage (000's) 749 377
Undeveloped acreage 1000's) 943 399

* Reflects well or acreage in which an interest 1s ownad.
** Reflects Fidelity's percentage ownership.
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Exploratory and Development Weils The following table reflects activities relating to Fidelity's natural gas and oil wells drilled
and/or tested during 2006, 2005 and 2004:

Net Exploratory Net Development
Productive Dry Holes Total Productive Dry Hales Total Total
2006 4 1 5 33 1 332 337
2005 2 3 5 312 25 337 342
2004 1 4 5 230 20 250 255

At December 31, 2006, there were 222 gross (194 net] wells in the process of drilling or under evaluation, 215 of which were
development wells and 7 of which were exploratory wells. These wells are not included in the previous table. Fidelity expects
to complete drilling and testing the majority of these wells within the next 12 months.

The information in the table above should not be considered indicative of future performance nor should it be assumed that
there is necessarily any correlation between the number of productive wells drilled and quantities of reserves found or
economic value. Productive wells are those that produce commercial quantities of hydrocarbons whether or not they produce
a reasonable rate of return,

Competition The natural gas and oil industry is highly competitive. Fidelity competes with a substantial number of major
and independent natural gas and oil companies in acquiring producing properties and new leases for future exploration and
development, and in securing the equipment and expertise necessary to explore, develop and operate its praperties.

Environmental Matters Fidelity's natural gas and oil production operations are generally subject to federal, state and local
environmental, facility-siting, zoning and planning taws and regulations. Fidetity beliaves it is in substantial compliance with
these regulations.

The angoing operations of Fidelity are subject to the Clean Water Act, the Clean Air Act, and other federal and state
environmental regulations. Administration of many provisions of the federal laws has been delegated to the states where
Fidelity operates, and permit terms vary. Some permits have terms ranging from one to five years and others have no
expiration date.

Detailed environmental assessments and/or environmental impact statements under federal and state laws are required as
part of the permitting process incidental to the commencement of drilling and production operations as well as in the closure,
abandonment and reclamation of facilities.

In connection with the development of CBNG properties, certain capital expenditures were incurred related to water handling.
For 2006, capital expenditures for water handling in compliance with current laws and regulations were approximately
$800,000 and are estimated to be approximately $3.3 million, $2.6 million and $1.8 million in 2007, 2008 and 2009, respectively.
For more information regarding CBNG legal proceedings, see Itemn 1A - Risk Factors and Item 8 - Note 20.

Reserve Infermation Fidelity's recoverable proved developed and undeveloped natural gas and oit reserves by regicn at
December 31, 2004, are as follows:

Natural PVY-10

Gas Qil Total Percent Value*

Regicn [MMcf) [MBbls) (MMcfe) of Total lin millions)
Rocky Mountain 413,000 19,600 530,800 76% $1,028.7
Mid-Continent/Gulf States 112,700 6,700 152,500 22 343.9
Offshore Gulf of Mexico 12,400 800 17.400 2 63.9

Total reserves 538,100 27.100 700,700 100% $1,436.5

* PV-10 value represents the discounted future net cash flows attributable to proved natural gas and oil reserves before income taxes, discounted at 10 percent. The standardized
measure of discounted future net cash flows at item 8 - Supplementary Financial Information represents the present value of future cash flows atiributable ta proved natural gas
and oil reserves after income taxes, discounted at 10 percent.

For additional information related to natural gas and oil interests, see Item B - Note 1 and Supplementary Financial [nfarmation.
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Construction Materials and Mining

General Knife River operates construction materials and mining businesses headquartered in Alaska, California, Hawaii,
Idaho, lowa, Minnesota, Montana, North Dakota, Oregon, Texas, Washington and Wyoming. These operatians mine, process
and sell construction aggregates (crushed stone, sand and gravell; produce and sell asphalt and liquid asphalt for various
commercial and roadway applications; and supply ready-mixed concrete for use in most types of construction, including roads,
freeways and bridges as well as homes, schools, shapping centers, office buildings and industrial parks. Although not
cammon to all locations, other products include the sale of cement, various finished concrete products and other building
materials and related construction services.

During 2006, the Company acquired construction materials and mining businesses with operations in California and
Washington. None of these acquisitions was material to the Company.

Knife River continues to investigate the acquisition of other construction materials properties, particularly those relating to
construction aggregates and related preducts such as ready-mixed concrete, asphalt and related construction services.

In August 2005, a new transportation bill called the SAFETEA-LU was signed into law. SAFETEA-LU represents a 31 percent
increase over previous funding levels. SAFETEA-LU will provide funding through September 2009. Knife River expects to see
average annual funding increases in each of its states of operation ranging from a high of 46 percent in Minnesota to a low
of 1% percent in Hawaii. Alaska, Idaho, Montana, North Dakota, Oregon and Wyoming will each see average annual funding
increases of slightly more than 30 percent. California will receive a 34 percent average annual increase, lowa will receive

a 25 percent increase, Texas will receive a 37 percent increase and Washington will receive a 27 percent increase.

The construction materials business had approximately $483 million in backlog at December 31, 2006, compared to
$465 million at December 31, 2005. The Company anticipates that a significant amount of the current backlog will be
completed during the year ending December 31, 2007,

Competition Knife River's construction materials products are marketed under highly competitive conditions. Price is the
principal competitive force to which these products are subject, with service, quality, delivery time and proximity to the
customer also being significant factors. The number and size of competitors varies in each of Knife River's principal market
areas and product lines.

The demand for constructian materials products is significantly influenced by the cyclical nature of the construction industry in
general. In addition, construction materials activity in certain lacations may be seasonat in nature due to the effacts of weather.
The key economic factors affecting product demand are changes in the level of local, state and federal governmental spending,
general economic conditions within the market area that influence bath the commercial and private sectors, and prevailing
interest rates.

Knife River is nat dependent on any single customer or group of customers for sales of its construction materials products,
the loss of which would have a materially adverse effect on its construction materials businesses.

Reserve Information Reserve estimates are calculated based on the best available data. These data are collected from
drill holes and other subsurface investigations, as well as investigations of surface features like mine highwalls and other
exposures of the aggregate reserves. Mine plans, production history and geologic data also are utilized to estimate reserve
quantities. Most acquisitions are made of mature businesses with established reserves, as distinguished from exploratory
type properties,

Estimates are based on analyses of the data described above by experienced mining engineers, operating persennel and
geologists. Property setbacks and other regulatory restrictions and limitations are identified to determine the total area
available for mining. Data described above are used to calculate the thickness of aggregate materials to be recovered.
Topography associated with alluvial sand and gravel deposits is typically flat and volumes of these materials are calculated
by simply applying the thickness of the resource aver the areas available for mining. Volumes are then converted to tons by
using an appropriate conversion factor, Typically, 1.5 tons per cubic yard in the ground is used for sand and gravel deposits.

Topography associated with the hard rock reserves is typically much more diverse, Therefore, using available data, a final
topoegraphy map is created and computer software is utilized to compute the volumes between the existing and final
topographies. Volumes are then converted to tons by using an appropriate conversion factor. Typically, 2 tons per cubic yard
in the ground is used for hard rock quarries.
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Estimated reserves are probable reserves as defined in Securities Act Industry Guide 7, Description of Property by Issuers
Engaged or to be Engaged in Significant Mining Operations. Remaining reserves are based on estimates of volumes that can
be economically extracted and sold to meet current market and preduct applications. The reserve estimates include only
salable tonnage and thus exclude waste materials that are generated in the crushing and processing phases of the operation.
Approximately 1.1 billion tons of the 1.2 billion tans of aggregate reserves are permitted reserves. The remaining reserves are
on properties that are expected to be permitted for mining under current regulatory requirements. Some sites have leases
that expire prior to the exhaustion of the estimated reserves. The estimated reserve life [years remaining anticipates, based
on Knife River’s experience, that leases will be renewed to allow sufficient time to fully recover these reserves. The data used
to calculate the remaining reserves may require revisions in the future to account for changes in customer requirements and
unknown geological occurrences. The years remaining were calculated by dividing remaining reserves by current year sales.
Actual useful lives of these reserves will be subject to, among other things, fluctuations in customer demand, custormner
specifications, geological conditions and changes in mining plans.

The following table sets forth details applicable to the Company’s aggregate reserves under ownership or lease as of
December 31, 2006, and sales as of and for the years ended December 31, 2006, 2005 and 2004

Number of Sites Number of Sites Estimated Reserve

[Crushed Stone] [Sand & Gravel) Tans Sold [000's] Reserves Lease Life
Production Area owned leased owned leased 2006 2005 2004 1000's tons) Expiration lyears)
Central MN - 1 52 57 4,834 4,608 6,429 105,466 2007-2028 22
Portland, OR 1 4 5 3 5,862 5,559 5.821 260,406 2007-2055 44
MNorthern CA 1 - 7 1 3,01 4,180 3,699 49,299 2046 16
Southwest OR 4 8 12 5 4,425 3,892 3,405 119,138 2007-2631 27
Eugene, OR 3 3 4 2 3,026 2,009 2,003 180,616 2007-2044 40
Hawaii - [ - - 3,147 2,891 2,460 71.112 2011-2037 22
Central MT - - 5 2,419 2,408 2,555 42,492 2023 16
Anchorage, AK - - 1 - 1,142 1,307 1,473 20,830 N/A 18
Northwest MT - 8 5 1,434 1,679 1,810 25,479 2007-2020 18
Southern CA - 2 - - 244 164 518 95,399 2035  Qver 100
Bend, OR/WA/

Boise, 1D 2 2 5 2 1,788 1,731 1,678 105,959 2010-2012 59
Northern MN 2z - 21 20 520 968 853 31,655 2007-2016 61
Northern A/

Southern MN 18 10 8 26 2,024 2,063 1,370 66,883 2007-2017 33
North/South Dakota - - 2 59 1,157 1,205 945 54,040 2007-2031 47
Eastern TX 1 - 4 917 1,255 1,047 18,127 2007-2012 20
Casper, WY - - - i 5 2 9 978 2007  Qver 100
Sales from

other saurces 9,405 11,281 7.047 -

45,600 47,204 43,444 1,248,099

The 1.2 billion tons of estimated aggregate reserves at December 31, 2006, is comprised of 53% million tons that are owned
and 709 million tons that are leased. The leases have various expiration dates ranging from 2007 to 2055. Approximately

49 percent of the tons under lease have lease expiration dates of 20 years ar mare. The weighted average years remaining
on all leases containing estimated probable aggregate reserves is approximately 20 years, including options for renewal that
are at Knife River's discretion. Based on 2006 sales from leased reserves, the average time necessary to produce remaining
aggregate reserves from such leases is approximately 43 years.

The following table summarizes Knife River's aggregate reserves at December 31, 2006, 2005 and 2004, and reconciles the
changes between these dates:

2004 2005 2004
1000's of tons}

Aggregate reserves: :
Beginning of year 1,273,696 1,257,498 1,181,413
Acguisitions 7,300 53,495 115,965
Sales volumes* [36,195) [35.923) (36,3971
Other 3,298 (1,374 {3.483)
End of year 1,248,099 1,273,696 1,297,498

* Excludes sales from other sources.
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Lignite Deposits The Company has lignite deposits and leases at its former Gascoyne Mine site in North Dakota, These lignite
deposits are currently not being mined and are not associated with an operating mine. The lignite deposits are of a high
moisture content and it is not economical to mine and ship the lignite to other distant markets. However, should a power plant
be constructed near the area, the Company may have the opportunity to participate in supplying lignite to fuel a plant. As of
December 31, 2006, Knife River had under ownership or lease, deposits of approximately 10.1 million tons of recoverable
lignite coal.

Environmental Matters Knife River's construction materials and mining operations are subject to regulation customary for
such operations, including federal, state and local environmental compliance and rectamation regulations. Except as to what
may be ultimately determined with regard to the Porttand, Oregoen, Harbor Superfund Site issue described later, Knife River
believes it is in substantial compliance with these regulations.

Knife River's asphalt and ready-mixed concrete manufacturing plants and aggregate processing plants are subject to Clean
Air Act and Clean Water Act requirements for controlling air emissions and water discharges. Some mining and construction
activities atso are subject ta these laws. In most of the states where Knife River aperates, these regulatory programs have
been delegated to state and local requlatory authorities. Knife River's facilities also are subject to RCRA as it applies to

the management of hazardous wastes and underground storage tank systems. These programs atso have generally been
delegated to the state and local authorities in the states where Knife River operates. Na specific permits are required but
Knife River's facilities must comply with requirements for managing wastes and underground storage tank systems.

Some Knife River activities are directly regulated by federal agencies. For example, gravel bar skimming and deep water
dredging operations are subject to provisions of the Clean Water Act that are administered by the Army Corps, Knife River
operates nine gravel bar skimming operations and ene deep water dredging operation in Oregon, all of which are subject to
Army Corps permits as well as state permits. The expiration dates of these permits vary, with five years generally being the
longest term. None of these in-water mining operations are included in Knife River's aggregate reserve numbers.

Knife River's operations also are occasionally subject to the ESA. Far example, land use regulations often require
environmental studies, including wildlife studies, before a permit may be granted for a new or expanded mining facility or an
asphalt or concrete plant. If endangered species or their habitats are identified, ESA requirements for protection, mitigation
or avoidance apply. Endangered species protection requirements are usually included as part of land use permit conditions.
Typical conditions include avoidance, setbacks, restrictions on operations during certain times of the breeding or rearing
season, and construction or purchase of mitigation habitat. Knite River's operations also are subject to state and federal
cultural resources protection laws when new areas are disturbed for mining operations or processing plants. Land use
permit applications generally require that areas proposed for mining or other surface disturbances be surveyed for cultural
resources, If any are identified, they must be protected or managed in accordance with regulatory agency requirements.

The most comprehensive environmental permit requirements are usually associated with new mining operations, although
requirements vary widely from state to state and even within states. In some areas, land use regulations and associated
permitting requirements are minimal. However, some states and local jurisdictions have very demanding requirements for
permitting new mines, Environmental impact reports are sametimes required before a mining permit application can even be
considered for approval. These reports can take up ta several years to complete. The report can include projected impacts of
the proposed project on air and water quality, wildlife, noise levels, traffic, scenic vistas and other environmental factors. The
reports generally include suggested actions to mitigate the projected adverse impacts.

Provisions for public hearings and public comments are usually included in land use permit application review procedures

in the counties where Knife River operates. After taking into account environmental, mine plan and reclamation information
provided by the permittee as well as comments from the public and other regulatory agencies, the local authority approves or
denies the permit application. Denial is rare but land use permits often include conditions that must be addressed by the
permittee. Conditions may include property line setbacks, reclamation requirements, environmental monitoring and reporting,
operating hour restrictians, financial guarantees for reclamation, and ather reguirements intended to protect the environment
or address concerns submitted by the public or other regulatory agencies.

Knife River has been successful in obtaining mining and other land use permit approvals so that sufficient permitted reserves
are available to support its operations. For mining operations, this often requires considerable advanced planning to ensure
sufficient time is available to complete the permitting process before the newly permitted aggregate reserve is needed to
support Knife River's operations.

Knife River's Gascoyne surface coal mine last produced coal in 1995 but continues to be subject to reclamation requirements
of the SMCRA, as well as the North Dakota Surface Mining Act. Portions of the Gascoyne Mine remain under reclamation bond
until the 10-year revegetation liabitity period has expired. A portion of the original parmit has been released from bond and
additional areas are currently in the process of having the bond released. Knife River's intenticn is to request bond release as
soan as it is deemed passible with all final bond release applications being filed by 2013,
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Knife River did not incur any material environmental expenditures in 2006 and, except as to what may be ultimately
determined with regard to the issue described below, Knife River does not expect to incur any material expenditures retated
to environmental compliance with current laws and regulations through 2009.

In December 2000, MBI was named by the EPA as a Potentially Responsible Party in connection with the cleanup of a
commercial property site, acquired by MBI in 1999, and part of the Portland, Oregon, Harbor Superfund Site. For additional
informatien, see Item 8 - Note 20.

Independent Power Production

General Centennial Resources owns, builds and operates electric generating facilities in the United States and has investments
in domestic and international transmission and natural resource-based projects. Electric capacity and energy produced at its
power plants primarily are sold under mid- and long-term contracts to nonaffiliated entities. During the fourth quarter of
2006, the Company initiated a plan to sell certain of the domestic assets of Centennial Resaurces, which largely comprise the
independent power production segment. For additional infermation regarding the potential sale, see ltem 8 - Note 3.

Competition Centennial Resources encaunters competition in the development of new electric generating plants and the
acquisition of existing generating facilities, as well as operation and maintenance services. Competitors include nonutility
generators, regulated utilities, nonregulated subsidiaries of regulated utilities and other energy service companies as well
as ftnancial investors. Competition for power sales agreements may reduce power prices in certain markets. Factors

for competing in the power production industry may include having a balanced portfalio of generating assets, fuel types,
customers and power sales agreements and maintaining low production costs.

Domestic

Centennial Power owns 213 MW of natural gas-fired electric generating facilities near Brush, Colorado. The Brush Generating
Facility was purchased in November 2002. Substantially all of the Brush Generating Facility's capacity and energy is sold to
P5Co. A PPA with PSCo for 130 MW expires in September 2012. In December 2005, Centennial Power entered into two
successive PPAs with PSCo for the sale of 75 MW of capacity and energy. One PPA expires in April 2007 followed by a 10-year
PPA expiring in Aprit 2017, The Brush Generating Facility is operated by CEM. PSCo is under contract to supply natural gas

to the Brush Generating Facitity during the terms of the PPAs.

Centennial Power owns a 67-MW wind-powered electric generating facility in the San Gorganio Pass, northwest of Palm
Springs, California. This facility was purchased in January 2003. The facility sells all of its output under a PPA with the
California Department of Water Resources, which expires in September 2011. AES Wind Generation operates the facility
under a contract that expires in October 2013.

[n April 2006, Centennial Power purchased the member interests of San Joaquin, which owns a 48-MW natural gas-fired
electric generating facility near Lathrop, California. The facility sells atl of its capacity and energy under a PPA with
Southern California Edison Company that expires in December 2010. CEM operates the San Joaquin generating station.
Southern Califarnia Edison Company will supply and be responsible for all fuel, fuel transportation and fuel balancing for
the San Joaquin generating station during the term of the PPA.

Centennial Power has a 50-percent ownership interest in @ 310-MW natural gas-fired electric generating facility near
Hartwell, Georgia. This ownership interest was purchased in September 2004. The Hartwell Generating Facility sells its
autput under a PPA with Oglethorpe that expires in May 2019. Oglethorpe reimburses the Hartwell Generating Facility for
actual costs of fuel required to operate the plant. American National Power, a wholly owned subsidiary of International Power
of the United Kingdom, holds the remaining 50-percent ownership interest and is the operating partner for the facility.

Centennial Power owns a 116-MW coal-fired electric generating facility near Hardin, Montana. The Hardin Generating Facility
began operations in early 2006. A PPA with Powerex Corp., a subsidiary of BC Hydro, has been secured for the entire autput of
the plant for a term expiring October 31, 2008, with Powerex having an option for a two-year extension. Coal for the Hardin
Generating Facility is supplied by Westmoreland, at contracted pricing, through a coal sales agreement that expires in
December 2008, with Centennial Power having an option of a two-year extensicn. CEM operates the Hardin Generating Facility.

In October 2006, Centennial Power sold 100 percent of its membership interests in LPP to Hobbs Power. Centennial Power
formed LPP to develop a 550-MW natural gas-fired electric generating facility to be built near Hobbs, New Mexico. CEM wilt
construct the facility. CEM also is in negotiations to operate the facility. Onsite construction is expected to begin by the spring
of 2007 with plant operations scheduled to commence the summer of 2008. Revenues associated with the sale are expected to
be recegnized over the period of construction of the new facility.
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CEM provides analysis, design, construction, refurbishment, and operation and maintenance services related to electric
generating facilities. CEM is headquartered in Lafayette, Colorado, and was acquired in April 2004. In addition to operating
the Brush, Hardin and San Joaquin facilities, CEM provides operation and maintenance services for third-party customers
owning approximately 510 MW of generating capacity. The operation and maintenance contracts related to these third-party
customers have expirations ranging from July 2007 to June 2009.

Environmental Matters Centennial Power has several operations that require federal and state environmental permits.

The Brush Generating Facitity, Hartwell Generating Facility, Hardin Generating Facility and San Joaguin Generating Facility
are subject to federal, state and local laws and regulations providing for air, water and solid waste pollution control; state
facility-siting regulations; zoning and planning regulations of certain state and local authorities; federal health and safety
regulations; and state hazard communication standards. Centennial Power believes it is in substantial compliance with
these regulations.

The Brush Generating Facility has two Title V Operating Permits, each issued by the state for a period of five years under a
program approved by the EPA. The facility also has a water discharge agreement to release process water to the city of Brush.
This agreement has no specific termination date as long as the Brush Generating Facility is operating in compliance with the
agreement. The Hartwell Generating Facility has a Title V Operating Permit issued by the state for a period of five years under
a program approved by the EPA. The Hardin Generating Facility is operating under an air quality permit issued by the state

of Mantana. The Mountain View wind-powered electric generating facility has obtained necessary siting authority and land
leases for its operations, It has minor requirements related to California state spill prevention and control regulations.

The San Joaquin Generating Facility has a Title V Operating Permit issued by the regional air district in California for a period
of five years under a program approved by the EPA. The facility also has wastewater discharge agreements with the cities

of Lathrop and Manteca, which are issued for one-year and three-year periods, respectively.

Centennial Power's operations did not incur any material environmental expenditures in 2006 and do not expect te incur any
material capital expenditures related to environmental compliance with current laws and regulations through 2009.

International

Centennial International awns 49.9% percent of Carib Power. Carib Power was acquired in February 2004. Carib Power, through
a wholly owned subsidiary, owns a 225-MW natural gas-fired electric generating facility in Trinidad and Tobago. The Trinity
Generating Facility sells its output to the T&TEC, the governmental entity responsible for the transmissian, distribution and
administration of electrical power to the naticnal electrical grid of Trinidad and Tobago. The PPA expires in September 2029,
T&TEC also is under contract to supply natural gas to the Trinity Generating Facility during the term of the PPA. On December
29, 2004, the Company entered into an agreement to sell its interest in Carib Power. Closing is expected to occur in the first
quarter of 2007.

On August 16, 2006, MDU Brasil acquired awnership interests in companies owning three electric transmission lines.

The interests involve the ENTE [13.3-percent ownership interest], ERTE (13.3-percent ownership interest) and ECTE
[25-percent ownership interest] electric transmission lines, which are primarily in northeastern and southern Brazil. The
transmission contracts provide for revenues denominated in the Brazilian Real, annual inflation adjustments and change
in tax law adjustments and have between 24 and 26 years remaining under the contracts. Alusa, Brascan and CEMIG hold
the remaining ownership interests, with CELESC also having an ownership interest in ECTE. Alusa is the operating partner
for the transmission lines. The functional currency for the Brazilian Transmission Lines is the Brazilian Real.

MDU Brasil was a party to a joint venture agreement with a Brazilian firm under which the parties agreed to develop electric
generation and transmission, steam generation and coal mining projects in Brazil. The Company's 49 percent interest in MPX
was sold in June 2005, For infermation regarding the sale of MPX, see Item 8 - Note 4. In November 2605, the jeint venture
relationship was terminated.

For additional information regarding international operations, see ltem 1A - Risk Factars - Risks Relating to Foreign
Operations.

Environmental Matters The Trinity Generating Facility has been designed to comply with Trinidad and Tobago environmental
requirements. The facility operates in documented conformance with these applicable environmental regulations and permit
requirements. Trinity Generating Facility is in material compliance with all applicable environmental regulations and permit
requirements.

This business segment's international operations did not incur any material environmental expenditures in 2006 and does not
expect to incur any material capital expenditures related to environmental compliance with current laws and regulations
through 2009.
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ltem TA. Risk Factors

The Company’s business and financial results are subject to a number of risks and uncertainties, including thase set forth
below and in other documents that it files with the SEC. The factors and the other matters discussed herein are important
factors that could cause actual results or outcomes for the Company to differ materially from those discussed in the
forward-looking statements included elsewhere in this document.

Economic Risks
The Company’s natural gas and oil production and pipeline and energy services businesses are dependent on factors, including
commadity prices and commoaodity price basis differentials, that cannot be predicted or controlled.

These factors include: fluctuations in natural gas and crude oil prices: fluctuations in commaodity price basis differentials;
availability of economic supplies of natural gas; drilling successes in natural gas and oil operations; the timely receipt of
necessary permits and approvals; the ability to contract for or to secure necessary drilling rig and service contracts and
to retain employees to drill for and develop reserves; the ability to acquire natural gas and oil properties; and other risks
incidental to the operations of natural gas and oit wells. Significant changes in these factors could negatively affect the
results of aperations and financial condition of the Company's natural gas and oil production and pipeline and energy
services businesses.

The construction, startup and operation of power generation facilities may involve unanticipated changes or delays that could
negatively impact the Company's business and its results of operations.

The construction, startup and operation of power generation facilities involves many risks, including delays; breakdown

or failure of equipment; competition; tnahility to obtain required governmental permits and approvals; inability to negotiate
acceptable acquisition, construction, fuel supply, off-take, transmission or other material agreements; changes in market
price for power; cost increases; as well as the risk of performance below expected levels of output or efficiency. Such
unanticipated events could negatively impact the Company’s business and its results of operations.

Econoemic volatility affects the Company’s operations, as well as the demand for its products and services and, as a result, may
have a negative impact on the Company’s future revenues.

The gtobal demand for natural resources, interest rates, governmental budget constraints and the ongoing threat of terrorism
can create volatility in the financial markets. A soft economy could negatively affect the level of public and private expenditures
on projects and the timing of these projects which, in turn, would negatively affect the demand for the Company’s products and
services.

The Company relies on financing sources and capital markets. If the Company is unable to obtain economic financing in the future,
the Company's abilily to execute its business plans, make capital expenditures or pursue acquisitions that the Company may
otherwise rely on for future growth could be impaired.

The Company relies on access to both short-term borrawings, including the issuance of commercial paper, and long-term
capital markets as sources of liquidity for capital requirements not satisfied by its cash flow from operations. If the Company
is not able to access capital at competitive rates, the ability to implement its business plans may be adversely affected. Market
disruptiens or a downgrade of the Company’'s credit ratings may increase the cost of barrowing or adversely affect its ability
to access one or more financial markets. Such disruptions could include:

* Asevere prolonged economic downturn

e The bankruptcy of unrelated industry leaders in the same line of business
+ Adeterioration in capital market conditions

* Volatility in commodity prices

+ Terrorist attacks
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Environmental and Regulatory Risks
Some of the Company's operations are subject to extensive environmental taws and regulations that may increase costs of
operations, impact or limit business plans, or expose the Company to environmental liabilities.

The Company is subject to extensive environmental laws and regulations affecting many aspects of its present and future
operations including air quality, water quality, waste management and other environmental considerations. These laws

and regulations can result in increased capital, operating and other costs, and delays as a result of ongoing litigation and
administrative proceedings and compliance, remediation, containment and monitoring obligations, particularly with regard

to laws relating to power plant emissions and CBNG development. These laws and regulations generally require the Company
to obtain and comply with a wide variety of environmental licenses, permits, inspections and ather approvals. Public officials
and entities, as well as private individuals and organizations, may seek injunctive relief or other remedies to enforce applicable
environmental laws and regulations. The Company cannot predict the outcome [financial or operationalj of any related
litigation or administrative proceedings that may arise. Existing environmental regulations may be revised and new regulations
seeking to protect the environment may be adopted or become applicable to the Company. Revised or additional regulations,
which result in increased compliance casts ar additional operating restrictions, particutarly if those costs are not fully
recoverable from customers, could have a material effect on the Company’s results of operations.

One of the Company’s subsidiaries is subject to ongoing litigation and administrative proceedings in connection with its CBNG
development activities. These proceedings have caused delays in CBNG drilling activity, and the uitimate outcome of the actions
coutd have a material negative effect on existing CBNG operations and/or the future development of its CBNG properties.

Fidelity has been named as a defendant in, andfor certain of its operations are or have been the subject of, more than a dozen
Lawsuits filed in connection with its CBNG development in the Powder River Basin in Montana and Wyoming. If the plaintifts
are successful in these lawsuits, the ultimate outcome of the actions could have a material negative effect on Fidelity's existing
CBNG operations and/or the future development of its CBNG properties.

The BER in March 2004 issued a decision in a rulemaking proceeding, initiated by the NPRC, that amends the non-degradation
policy applicable to water discharged in connection with CBNG operations. The amended policy includes additional imitations
on factors deemed harmiul, thereby restricting water discharges even further than under previous standards. Due in part to
this amended policy, in May 2006, the Northern Cheyenne Tribe commenced litigation in Montana state court challenging two
five-year water discharge permits that the Montana DEQ granted to Fidelity in February 2006 and which are critical to Fidelity's
ability to manage water produced under present and future CBNG operations. If these permits are set aside, Fidelity's CBNG
aperatians in Mentana could be significantly and adversely affected.

The Company is subject to extensive government regulations that may delay and/er have a negative impact on its business and its
results of operations.

The Company is subject to regulation by federal, state and local regulatory agencies with respect to, among other things,
allowed rates of return, financings, industry rate structures, and recovery of purchased power and purchased gas costs. These
governmental regulations significantly influence the Campany’s operating environment and may affect its ability to recover
costs from its customers. The Company is unable to predict the impact on operating results from the future regulatory
activities of any of these agencies.

Changes in regulations or the impaosition of additional regulations could have an adverse impact on the Company’s results
of operations.

Risks Relating to Foreign Operations
The value of the Company’s investments in foreign operations may diminish due to political, regulatory and economic conditions
and changes in currency exchange rates in countries where the Company does business.

The Company is subject to political, regulatory and economic conditions and changes in currency exchange rates in foreign
countries where the Company does business. Significant changes in the political, regulatory or economic environment in these
countries could negatively affect the value of the Company’s investments located in these countries. Also since the Company is
unable to predict the fluctuations in the foreign currency exchange rates, these fluctuations may have an adverse impact on
the Company’s results of operations.
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Other Risks

The Company's pending acquisition of Cascade may be delayed or may not occur if certain conditions are not satisfied. Upon
completion of the acquisition, if the Company is unable to integrate the Cascade operations effectively, its future financial position
or results of operations may be adversely affected.

The Company has entered into a definitive merger agreement to acquire Cascade. The total value of the transaction, including
the assumption of cerlain indebtedness, is approximately $475% million, The comptetion of the acquisition is subject to the
approval of various regulatory authorities and the satisfaction of other customary closing conditions. The Cempany’s pending
acquisition of Cascade may be delayed or may not occur if the Company is unable to timely obtain necessary regulatory
approvals, satisfy closing conditions or obtain financing. If the Company is unable to integrate the Cascade operatians
effectively, its future financial position or results of operations may be adversely affected.

One of the Company’s subsidiaries is engaged in litigation with a nonaffiliated natural gas producer that has been conducting
drilling and production operations that the subsidiary believes is causing diversion and loss of quantities of storage gas from one
of its storage reservoirs. If the subsidiary is not able to obtain relief through the courts or the regulatory process, its storage
operations coult! be materially and adversely affected.

Williston Basin has filed suit in Federal court in Montana seeking to recover unspecified damages from Anadarko and its
wholly owned subsidiary, Howell, and to enjoin Anadarko and Howell's present and future preduction operations in and near
the EBSR. Based on relevant information, including reservoir and well pressure data, Williston Basin believes that EBSR
pressures have decreased and that the storage reservoir has lost gas and continues to lose gas as a result of Anadarko

and Howell's drilling and production activities. In related litigation, Howell filed suit in Wyoming state district court against
Witliston Basin asserting that it is entitled to produce any gas that might escape from Williston Basin’s storage reservoir.
Williston Basin has answered Howell's complaint and has asserted counterclaims. Williston Basin has sought preliminary
injunctive relief seeking to enjoin the subject Anadarke and Howell wells from taking Williston Basin’s storage gas. If Williston
Basin is unable to obtain timely relief through the courts or regulatory process, its present and future gas storage operations,
including its ability to meet its contractual storage and transportation obligations to customers, could be materially and
adversely affected.

Weather conditions can adversely affect the Company’s operations and revenues.

The Company’s results of operations can be affected by changes in the weather. Weather conditions directly influence the
demand for electricity and natural gas, affect the wind-powered operation at the independent power production business, affect
the price of energy commadities, affect the ability to perform services at the construction services and construction materials
and mining businesses and affect ongoing operation and maintenance and construction and drilling activities for the pipeline
and energy services and natural gas and ail production businesses. In addition, severe weather can be destructive, causing
outages, reduced natural gas and oil preduction, and/or property damage, which could require additional costs to be incurred.
As a result, adverse weather conditions could negatively affect the Company's results of operations and financial condition.

Coempetition is increasing in all of the Company's businesses.

All of the Company’s businesses are subject to increased comgpetition. Construction services' campetition is based primarily
on price and reputation for quality, safety and reliability. The construction materials products are marketed under highly
competitive conditions and are subject to such competitive forces as price, service, delivery time and proximity to the
customer. The electric utility and natural gas industries also are experiencing increased competitive pressures as a result

of cansumer demands, technological advances, increased natural gas prices and other factors. Pipeline and energy services
competes with several pipelines for access to natural gas supplies and gathering, transportation and storage business. The
natural gas and oil production business is subject to competition in the acquisition and development of natural gas and oil
properties. The independent power production industry has many competitors in the operation, acquisition and development
of power generation facilities. The increase in competition could negatively affect the Company’s results of operations and
financial condition.

Other factors that could impact the Company’s businesses.

The following are ather factars that should be considered for a better understanding of the financial condition of the Company.
These other factors may impact the Company’s financial results in future periods.

* Acquisition, disposal and impairments of assets or facilities

+ Changes in operation, performance and construction of plant facilities or other assets
* Changes in present or prospective generation

« The availability of ecanomic expansion or development opportunities

¢ Population growth rates and demographic patterns
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» Market demand for, and/or available supplies of, energy- and construction-related products and services
« Cyclical nature of large construction projects at certain operations
* Changes in tax rates or policies

* Unanticipated project delays ar changes in project costs [including related energy costs)

Unanticipated changes in operating expenses or capital expenditures

Labor negotiaticns or disputes

-

Inability of the various contract counterparties to meet their contractual obligations

» Changes in accounting principles and/or the application of such principles to the Company

* Changes in technology

* Changes in legal or regulatery proceedings

+ The ability to effectively integrate the operations and the internal controis of acquired companies
* The ability to attract and retain skilled labor and key persennel

* Increases in employee and retiree benefit costs

{tem 1B. Unresolved Comments

The Company has no unresolved comments with the SEC.

ltem 3. Legal Proceedings

For information regarding legal proceedings of the Campany, see item 8 - Note 20.

Item 4. Submission of Matters to a Vote of Security Holders

No matters were submitted to a vote of security holders during the fourth quarter of 2006,

PART 1l

Item 5. Market for the Registrant’s Common Equity, Related Stockholder Matters and

Issuer Purchase of Equity Securities

The Company’'s comman stock is listed on the New York Stock Exchange under the symbol "MDU." The price range of the

Company’s common stack as reported by The Wall Street Journal composite tape during 2006 and 2005 and dividends

declared thereon were as follows:

Common
Common Common Stock
Stock Price Stock Price Dividends
[Highl Low] Per Share

2006
First quarter $24.53 $21.85 $.1267
Second quarter 24,99 2253 1287
Third quarter 25.40 22,25 L1350
Fourth quarter 27.04 22.29 L1350
$.5234

2005
First quarter $19.00 $16.99 $.1200
Second quarier 19.56 17.57 1200
Third guarter 24.05 18.72 1267
Fourth quarter 24.75 2057 1267
$.4934

NOTE: Common slock share ameunts reflect the Company’s three-for-twe common stock spiit effected in July 2006,

As of December 31, 2006, the Company’s common stock was held by approximatety 15,400 stockholders of record.
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{tem 6. Selected Financial Data

Operating Statistics 2005 2005 2004 2003 2002 200

Selected Financial Data
Operating revenues [000's):

Electric $ 187,301 $ 181,238 $ 178,803 $ 178,562 $ 162,616 % 168,837
Natural gas distribution 351,988 384,199 315,120 274,608 186,569 255,389
: Construction services 987,582 487,125 426,821 436177 458,660 66,750
Pipeline and energy services 643,720 4779 354,164 250,897 163,464 528.262
Natural gas and oil production 483,952 439,367 342,840 264,358 203,595 209,831
Constructicn materials and mining 1,877,021 1,404,610 1,322,161 1,104,408 942312 B0, 899
Independent power production 66,145 48,508 43,059 32,261 2,998 -
Other 8,117 6,038 4,423 2,728 3,778 -
Intersegment eliminations 1335,142] (375,945] [272,199) (191,105} 1114,249) [113,188]

$4,070,6B84 $3,452,431 $2,716,192 $2,350,8%4 $2,029,745 $2,220,780

Cperating income [000°s):

Electric $ 27,716 $ 29,038 $ 26776 $ 35741 $ 33915 $ 3873
Natural gas distribution 8,744 7.404 1,820 6,502 2,414 3,576
Construction services 50,451 28171 [5,7571 12,885 13,980 25,199
Pipeline and energy services 57,133 43,507 29.570 37,064 40,118 30,255
Naturat gas and oil production 231,802 230,383 178,897 118,347 85,555 103,943
Construction materials and mining 156,104 105,318 846,030 91,579 91,430 71,451
Independent power production [510) 4,914 8,126 10,610 (1,174) -
Other 596 420 136 1,233 908 -

$ 532,236 $ 449,157 $ 325598 $ 313981 $ 267,144 $ 273,155

Earnings on common stock [000's):

Electric % 14,600 % 13,940 $ 12,790 $ 16,950 $ 15780 $ 187
Natural gas distribution 5,680 3.515 2,182 3,849 3,587 &77
Construction services 27,851 14,558 {5,650] 6,170 6,371 12,910
Pipeline and energy services 32,126 22,867 13,8046 19,852 20,099 16,768
Natural gas and oil preduction 145,657 141,625 110,779 70,767 53,192 63,178
Construction materials and mining 85,702 55,040 50,707 54,2561 48,702 43,199
Independent power production 4,513 22,921 26,309 11,415 307 -
Other 1,302 707 Ky 11 652 -

Earnings on comnmon stock before loss from

discontinued operations and cumulative

effect of accounting change 317,232 275.173 211,244 183,890 148,490 155,449
Loss from discontinued operations, net of tax [2,160) [775] (4,862 (1,694} (1,002} [382]
Cumulative effect of accounting change - - - (7,589) - -

$ 315,072 $ 274,398 $ 206,382 $ 174,607 $ 147488 $ 155,087

Earnings per comman share before
discontinued operations and cumulative

effect of accounting change - diluted $ 1.75 $ 1.53 $ 1.20 % 1.09 $ 93 $ 1.02
Discontinued operations, net of tax 1.a1] - [.03) (.01 1.01] -
Cumulative effect of accounting change - - - (.04] - -

$ 174 % 1.53 $ 117 % 1.04 $ 92 $ 1,02
Common Stock Statistics
Weighted average common shares

outstanding - diluted (000's) 181,392 179,490 176,117 168,690 160,295 152,708
Dividends per common share $ 5234 $ 4934 $ 4867 $ L4400 477 $ 4000
Book value per common share $ 1188 $ 1043 $ 9.39 $ 8.44 % 7.7 $ 7.07
Market price per common share [year end) $  25.64 $ 2183 $ 1779 $ 15.87 $ 147 $ 123
Market price ratios:

Dividend payout 30% 32% 40% 43% 45% 39%

Yield 2.1% 2.3% 2.7% 2.9% 3.7% 3.3%

Price/earnings ratio 14.7x 14.3x 15.2x 15.4x 12.5x 12.3x

Market value as a percent of book value 215.8% 209.2% 189.4% 188.1% 148.8% 177.0%
Profitability Indicators
Return on average common equity 15.6% 15.7% 13.2% 13.0% 12.5% 15.3%
Return an average invested capital 10.6% 10.8% 9.4% 8.9% 8.6% 10.1%
First mortgage bond interest coverage 26.0x 10.2x 7.0x 7.4x 7.7% 8.5x
Fixed charges coverage, including preferred dividends 6.3x &.1x 4.7x 4.7x 4.8x 5.3x
General
Total assets (000's) $4,903,474 $4,423,562 $3,733,521 $3,380,592 $2,996,921 $2.675,978
Long-term debt, net of current maturities (000's)  $1.,170,548 $1,104,752 $ 873441 $ 939,450 $ B19,5%8 $ 783,709
Redeemable preferred stock (000°s] $ - $ - % - $ - $ 1,300 $ 1400
Capitalization ratics:

Common equity 85% 43% 5% 60% 60% 58%

Preferred stocks - - 1 1 1 1

Long-term debt, net of current maturities 35 37 34 39 39 41

100% 100% 100% 100% 100% 100%

NGTE: Common stock share amounts reflect the Comparny's three-for-two common stock spiits effected in July 2006 and October 2003.
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Operating Statistics 2006 2005 2004 2003 2002 2001
Electric
Retail sales lthousand kWh] 2,483,248 2,413,704 2,303,460 2,359,888 2,275,024 2,177,886
Sales for resale (thousand kWh] 483,944 615,220 821,916 841,637 784,530 898,178
Electric system summer generating and
firm purchase capability - kW
(interconnected system) 547,485 546,085 544,220 542,680 500,570 500,820
Demand peak — kW [interconnected systern) 485,456 470,470 470,470 470,470 458,800 453,000
Electricity produced [thousand kWh| 2,218,059 2,327,228 2,552,873 2,384,884 2,316,980 2,469,573
Electricity purchased [thousand kWh) 833,647 892,113 794,829 929,439 857,720 792,641
Average cost of fuel and purchased
power per kWh $ .022 $ .020 £ 019 $ 019 % .018 $ 018
Natural Gas Distribution
Sales [Mdk] 34,553 36,231 36,607 38,572 39,558 36,479
Transportation [Mdk] 14,058 14,565 13,854 13,903 13.72% 14,338
Weighted average degree days -
% of previous year's actual 95% 100% F4% 96% 109% 95%
Pipeline and Energy Services
Transportation [Mdk] 130,889 104,909 114,206 90,239 99.890 97,199
Gathering [Mdkl 87,135 82111 80,527 75,861 72,692 61,136
Natural Gas and Qil Production
Production:
Natural gas {MMeil 62,062 59,378 59,750 54,727 48,219 40,591
Qil (MBbls] 2,041 1,707 1,747 1,856 1,948 2,042
Average realized prices lincluding hedges):
Natural gas {per Mcfi $ 403 $&n $ 4.69 $ 350 $ 272 $ 3.78
Oil tper barrel) $50.64 $42.59 $34.16 $27.25 $22.80 $24.59
Proved reserves:
Natural gas [MMcf) 538,100 489,100 453,200 411,700 372,500 324.100
Oil (MBbls} 27,100 21,200 17,100 18,900 17,500 17.500
Construction Materials and Mining
Construction materials [000's}:
Aggregates (tons sold) 45,600 47,204 43,444 38,438 35,078 27.565
Asphalt (tons sold) 8,273 9,142 8,643 7,275 7,272 6,228
Ready-mixed concrete [cubic yards sold] 4,588 4,448 4,292 3.484 2,902 2.042
Recoverable aggregate reserves [tons) 1,248,099 1,273,694 1,257,498 1,181,413 1,110,020 1,065,330
Coal [000's):
Sales {tons) -* -* -* -* -* 1171
Lignite deposits [tons] 10,100 11,400* 11,400* 26,910 37,761% 54,012*
Independent Power Production**
Net generation capacity - kW 437,600 279,600 279,600 279,600 213,000 -
Electricity produced ang sold [thousand kWh) 830,212 254,618 204,425 270,044 15,804 -

*Coal operations were sold effective April 30, 2001,
** Excludes equity method investments.
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ltem 7. Management's Discussion and Analysis of Financial Condition and Results of Operations

Overview
The Company’s strategy is to apply its expertise in energy and transportation infrastructure industries to increase market
share, increase profitability and enhance shareholder vatue through:

* Organic growth as well as a continued disciplined approach to the acquisition of well-managed companies and properties

* The elimination of system-wide cost redundancies through increased focus on integration of operations and standardization
and consolidation of various support services and functions across cempanies within the organization '

» The development of projects that are accretive to earnings per share and return on invested capital

The Company has capabilities to fund its growth and operatioens through various sources, including internally generated funds,
commercial paper facilities and the issuance from time to time of debt securities and the Company’s equity securities. For
more information on the Company’s net capital expenditures, see Liquidity and Capital Commitments. Net capital expenditures
are comprised of [A] capital expenditures plus [B] acquisitions {including the issuance of the Company’s equity securities, less
cash acquired) less [C) net proceeds from the sale or disposition of property.

The key strategies for each of the Company’s business segments and certain related business challenges are
summarized below,

Key Strategies and Challenges

Electric and Natural Gas Distribution

Strategy Provide competitively priced energy to customers while warking with them to ensure efficient usage. Both the electric
and natural gas distribution segments continually seek opportunities for growth and expansion of their customer base through
extensions of existing operations and through selected acquisitions of companies and properties at prices that will provide an
opportunity for the Company to earn a competitive return on investment. The naturat gas distribution segment also continues
to pursue growth by expanding its energy-related services.

Challenges Both segments are subject to extensive regulation in the state jurisdictions where they conduct operations with
respect to casts and permitted returns on investment as well as subject to certain operational regulations at the federal level.
The ability of these segments to grow through acquisitions is subject to significant competition frem other energy providers. In
addition, as to the electric business, the ahility of this segment to grow its service territory and customer base is affected by
significant competition from other energy providers, including rural electrie cooperatives.

Construction Services

Strategy Provide a competitive return on investment while operating in a competitive industry by: building new and
strengthening existing customer relationships; effectively controlling costs; recruiting, developing and retaining talented
employees; focusing business development efforts on project areas that will permit higher margins; and properly managing
risk. This segment continuously seeks opportunities to expand through strategic acquisitions.

Challenges This segment operates in highly competitive markets with many jobs subject to competitive bidding. Maintenance
of effective operational and cost controls and retention of key personnel are ongoing challenges.

Pipeline and Energy Services

Strategy Leverage the segment’s existing expertise in energy infrastructure and related services to increase market share
and profitability through optimization of existing operations, internal growth, and acquisitions of energy-related assets and
companies. Incrementat and new growth opportunities include: access to new sources of natural gas for storage, gathering
and transportation services; expansion of existing gathering and transmission facilities; and incremental expansion of pipeline
capacity to allow customers access to more liquid and higher-priced markets.

Challenges Energy price volatility; natural gas basis differentials; regulatory requirements; ongoing litigation; recruitment and
retention of a skilled workforce; and increased competitian from other natural gas pipeline and gathering companies.

Natural Gas and il Production

Strategy Apply new technotogy and leverage existing exploration and production expertise, with a focus on operated properties,
to increase production and reserves from existing leaseholds, and to seek additional reserves and production apportunities in
new areas to further diversify the segment’s asset base. By optimizing existing operations and taking advantage of new and
incremental growth opportunities, this segment’s goal is to increase bath production and reserves over the long term so as to
generate competitive returns on investrment.
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Challenges Fluctuations in natural gas and oil prices; ongoing environmental litigation and administrative proceedings: timely
receipt of necessary permits and approvals; recruitment and retention of a skilled workforce; availability of drilling rigs,
auxiliary equipment and industry-related field services; and increased competition from many of the larger natural gas and
oil companies.

Construction Materials and Mining

Strategy Focus on high growth strategic markets located near major transportation corriders and desirable mid-sized
metropolitan areas; enhance profitability through cost containment, margin discipline and vertical integration of the segment’s
operations; and continue growth through acquisitions. Ongoing efforts to increase margin are being pursued through the
implementation of a variety of continuous improvement programs, including corporate purchasing of equipment, parts and
commodities [asphalt oit, diesel fuel, cement and other materials), negotiation of contract price escalation provisions and the
utilization of nationat purchasing accounts. Vertical integration allows the segment to manage operations from aggregate
mining to final lay-down of concrete and asphalt, with control of and access to adequate quantities of permitted aggregate
reserves being significant. A key element of the Company’s long-term strategy for this business is to further expand its
presence in the higher-margin materials business [rock, sand, gravel, asphalt cement, ready-mixed concrete and related
products], complementing and expanding on the Company's expertise.

Chailenges Price volatility with respect to, and availability of, raw materials such as asphalt oil, diesel fuel and cement;
recruitment and retention of a skilled workforce; and management of fixed price construction contracts, which are particularly
vulnerable to volatility of these energy and material prices. Some of cur markets are likely to be affected by the stowdown in
housing, which should be partially mitigated by increased commercial spending.

Independent Power Production
Strategy Divest of certain domestic assets due to the increased market demand for independent power production assets,
combined with the Company’s desire to efficiently fund its future capital needs,

Challenges Qverall business challenges for this segment include: the risks and uncertainties associated with the sale of the
domestic assets; construction, startup and operation of power plant facilities; and foreign currency fluctuation and political
risk in the countries where this segment does business.

For further information on the risks and challenges the Company faces as it pursues its growth strategies and other factors
that should be considered for a better understanding of the Company’s financial condition, see item 1A - Risk Factors. Far
further information on each segment’s key growth strategies, projections and certain assumptions, see Prospective information.

For information pertinent to various commitments and contingencies, see ltern 8 - Notes to Consolidated Financial Statements.

Earnings Overview
The following table summarizes the contribution to consolidated earnings by each of the Company’s businesses.

Years ended December 37, 2004 2005 2004

{Dotlars in mittions, where applicable)

Etectric $ 144 $ 13.9 $ 128
Natural gas distribution 5.7 3.5 2.2
Construction services 27.8 14.6 (5.6]
Pipeline and energy services 321 229 13.8
Natural gas and oil production 145.7 141.6 110.8
Canstruction materials and mining 85.7 55.1 50.7
Independent power production 4.5 229 26.3
Other 1.3 7 3
Income fram continuing operations 317.2 275.2 2113
Loss from discontinued operations, net of tax 2.1 [.8} [4.9)
Earnings en common stock $315.1 $274.4 $206.4
Earnings per common share - basic:

Earnings before discontinued operations $ 1.76 $ 1.54 $1.21

Discontinued operatians, net of tax (.o1] - (.03)

Earnings per common share - basic $ 1.75 $ 1.54 $1.18
Earnings per common share - diluted:

Earnings before discontinued operations $ 175 $ 1.53 $ 1.20

Discontinued operations, net of tax (.01) - (.03}

Earnings per common share - diluted $ 174 $ 1.53 $ 1.7
Return on average common equity 15.6% 15.7% 13.2%
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2006 compared to 2005 Consolidated earnings for 2006 increased $40.7 million from the comparable period largely due to:

* Higher earnings frem construction, aggregate and asphalt operations, and earnings from companies acquired since the
comparable prior period at the construction materials and mining business

* Higher construction workloads and margins, as well as earnings fram acquisitions made since the comparable prior period
at the canstruction services business

* Higher transportation and gathering volumes, higher storage services revenue and higher gathering rates at the pipeline
and energy services segment

* Increased oil and natural gas production of 20 percent and 5 percent, respectively, and higher average realized oil prices of
19 percent, partially offset by higher depreciation, depletion and amortization expense and higher lease operating expense
at the natural gas and cil production business

Partially offsetting the increase were decreased earnings from equity method investments, which largely reflect the absence
in 2006 of the 2005 $15.4 million henefit from the sale of the Termoceara Generating Facility at the independent power
production business.

2005 compared to 2004 Consolidated earnings for 2005 increased $48.0 million from the comparable period largely due to:

* Higher average realized natural gas prices of 30 percent and higher average realized oil prices of 25 percent at the natural
gas and oil production business

* Increased outside and inside electrical workloads and margins, as well as earnings from acquisitions made in the second
quarter of 2005 at the construction services business

* The benefit from the resolution of a rate proceeding of $5.0 million [after tax], which included a reduction to depreciation,
depletion and amortization expense; and the absence in 2005 of the 2004 $4.0 million (before and after tax] noncash goodwill
impairment relating to the Company's cable and pipeline magnetization and location business reflected in loss from
discontinued operations, as well as the 2004 $1.3 million [after tax] adjustment reflecting the reduction in value of certain
gathering facilities in the Gulf Coast region at the pipeline and energy services segment

Partially offsetting the increase in earnings was the absence in 2005 of the favorable resolution of federal and related state
tncome tax matters realized in 2004, which resulted in a benefit of $8.3 million [after tax], including interest.

Financial and Operating Data
Below are key financial and operating data for each of the Company’s businesses.

Electric
Years ended December 31, 2004 2005 2004
[Doliars in millions, where appticable}
Operating revenues $187.3 $181.2 $178.8
Operating expenses:
Fuel and purchased power 87.4 63.6 b4.6
Operation and maintenance 2.8 59.5 59.0
Depreciation, depletion and amortization 21.4 20.8 20.2
Taxes, other than income 8.0 8.3 8.2
159.4 152.2 152.0
Operating incorme 27.7 29.0 26.8
Earnings $ 4.4 $ 13.9 $ 128
Retail sales (million kWh) 2,483.2 2,413.7 2,303.5
Sales for resale Imillion kWhj 484.0 §15.2 821.5
Average cost of fuel and purchased power per kWh $ .022 $ .020 $ 019

2006 compared to 2005 Electric earnings increased $500,000 (3 percent) compared to the prior year due to:

* Higher retail sales margins, primarily due to increased volumes of 3 percent and lower demand charges related to a PPA
that expired in the fourth quarter of 2006

» [ ower income taxes of $700,000

» Lower interest expense of $600,000 [after tax], resulting from lower average interest rates due to the purchase and
redemption of certain higher cost long-term debt
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Partially offsetting the increase in earnings were:

+ Decreased sales for resale margins due to lower average rates of 15 percent and decreased volumes of 21 percent, largely
due to plant availability

= Higher operation and maintenance expense of $1.7 mitlion lafter tax, primarily the result of scheduled maintenance
outages at electric generating stations

2005 compared to 2004 Electric earnings increased $1.1 million {? percent] compared to the prior year due to:

= Higher retail sales margins, largely due to 5 percent higher volumes, primarily residential, commercial and industrial,
partially offset by increased fuel and purchased power costs

» Higher sales for resale margins, primarily the result of higher average realized prices of 22 percent and lower fuel and
purchased power-related costs, offset in part by decreased sales for resale volumes of 25 percent

» Lower interest expense of $900,000 [after tax)

Partially offsetting the increase in earnings was the absence in 2005 of the favorable resolution of federal and related state
income tax matters realized in 2004 of $1.7 million (after tax], including interest.

Natural Gas Distribution
Years ended December 31, 2006 2005 2004

{Doltars in miliions, where applicable!

Operating revenues $352.0 $384.2 $316.1
Operating expenses:

Purchased natural gas sold 259.5 3i5.4 2511

Operation and maintenance 68.4 46.0 48.3

Depreciation, depletion and amortization 9.8 9.6 9.4

Taxes, other than income 5.6 5.8 5.5

343.3 3768 314.3

Operating income 8.7 7.4 18
Earnings $ 57 $ 35 $ 22
Volumes (MMdk|:

Sales 34.5 36.2 . 384

Transportation 14.1 14.6 13.9
Total throughput 48.6 50.8 90.9
Degree days (% of normal]* 86.7% 90.9% 90.7%
Average cost of natural gas, including transportation, perdk % 7.51 $ 87 $ 6.86

* Degree days are a measure of the daily temperature-related demand for energy for heating.

2004 compared to 2005 The natural gas distribution business experienced an increase in earnings of $2.2 million (62 percent)
compared to the prior year due to:

* Increased nonregulated earnings of $1.7 million lafter tax] from energy-related services
* | ower income taxes of $900,000

Partially offsetting this increase were higher payroll-related expenses of $900,000 (after tax), largely due to an early
retirerment program.

The pass-through of lower natural gas prices is reflected in the decrease in both sales revenues and purchased natural gas
sold. The decrease in sales revenues was partially offset by revenues from nonregulated energy-related services. Nonregu-
lated energy-related services also contributed to the operation and maintenance expense increase.

2005 compared to 2004 The natural gas distribution business experienced an increase in earnings of $1.3 million [61 percent)
compared to the prior year due to:

» Higher average realized rates of $2.0 million [after tax), largely the result of rate increases approved by various state public
service COMMIssions

¢ Decreased operation and maintenance expenses, largely payroll-related costs

The increase was partially offset by the absence in 2005 of the favorable resolution of federal and related state income tax
matters realized in 2004 of $3.0 million (after tax], inctuding interest.

The pass-through of higher natural gas prices is reflected in the increase in both sales revenues and purchased natural gas sold.
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Construction Services
Years ended December 31, 2006 2005 2004

{Doltars in millions}

Operating revenues $987.4 $487.1 $4246.8
Operating expenses:
Operation and maintenance 892.7 425.1 405.6
Depreciation, depletion and amortization 15.4 13.4 11.1
Taxes, other than income 28.8 0.4 15.8
936.9 658.9 4325
Operating income [loss) 50.7 282 (5.7]
Earnings (loss) $ 278 $ 146 % (5.4

2006 compared to 2005 Construction services earnings increased $13.2 million (91 percent) due to:
+ Higher canstruction workloads and margins of $7.3 million (after tax), largely in the Southwest region

« Farnings from acquisitions made since the comparable prior period, which contributed approximately 43 percent of the
earnings increase

» Higher equipment sales and rentals

Partially offsetting this increase were higher general and administrative expenses of $1.7 million [after tax], primarily
payroll related.

2005 compared to 2004 Construction services realized $14.6 million in earnings compared to a $5.6 million loss for the prior
year. The $20.2 miltion increase in earnings is due to:

= Higher outside and inside etectrical worktoads and margins of $12.8 millien (after tax}

» Earnings from businesses acquired during the second quarter of 2005, which contributed approximately 1% percent of the
earnings increase

* Higher equipment sales and rentals
» Lower general and administrative expenses of $1.4 million (after tax], largely lower severance-related expenses

Pipeline and Energy Services
Years ended December 31, 2006 2005 2004

[Dotlars in mitlions]

Operating revenues:

Pipeline $102.8 $ 855 $ 87.2
Energy services 340.9 3918 267.0
443.7 477.3 354.2
Operating expenses:
Purchased natural gas sold 311.0 363.7 2498
Operation and maintenance 52.8 49.8 475
Depreciation, depletion and amortization 13.3 12.5 17.6
Taxes, other than income 9.5 7.8 7.6
Asset impairments - - 21
386.6 433.8 3246
Operating income 57.1 43.5 29.6
Income frem continuing operations 321 22.9 13.8
Loss from discontinued operaticns, net of tax (2.1) [.8] (4.9
Farnings $ 300 $ 221 % 89
Transportaticn valumes (MMdk]:
Montana-Dakota 31.0 3.4 325
Other 99.9 735 81.7
130.9 104.% 114.2
Gathering volumes [MMdk] 87.1 82.1 80.5
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2006 compared to 2005 Pipeline and energy services earnings increased $7.9 million [3é percent} due largely to:
« Higher transportation and gathering volumes [$5.3 million after tax)

* Higher storage services revenue [$5.8 million after tax)

e Higher gathering rates [($3.2 million after tax]

Partially offsetting this increase in earnings were:

* Absence in 2006 of the benefit from the resolution of a rate proceeding of $5.0 million [after tax) recorded in 2005, which
was largely offset by the benefit from the resolution of a rate proceeding of $4.1 miilion {after tax] recorded in 2006, both
of which included a reduction to depreciation, depletion and amortization expense. For further information, see ltem 8 -
Note 19.

« Higher operation and maintenance expense, primarily due to the natural gas storage litigation. For further information,
see |tem B - Note 20.

* Anincreased loss from discontinued operations of $1.3 millien [after tax], related to Innovatum. For further information,
see Item 8 - Note 2.

The decrease in energy services revenues and purchased natural gas sold reflects the effect of lower natural gas prices.
2005 compared to 2004 Pipeline and energy services earnings increased $13.2 million [147 percent) due largely to:
» The benefit from the resolution of a rate proceeding of $5.0 million (after tax), as previously discussed

= The absence in 2005 of the 2004 $4.0 million (before and after tax) noncash goodwill impairment reflected in loss from
discontinued operations, and the 2004 $1.3 million [after tax] asset valuation adjustment, both as previously discussed

« Higher gathering rates of $4.4 million {after tax]
» Lower net interest expense of $700,000 [after tax)
Partially offsetting the increase in earnings were:

* The absence in 2005 of the faverable resolution of federal and related state income tax matters realized in 2004 of
$1.6 million [after tax], including interest

* Lower transportation and storage rates in 2005 of $1.5 million [after tax], largely the result of a FERC rate order received
in July 2003 and a rehearing order received in May 2004, which resulted in lower rates effective July 1, 2004

The increase in energy services revenues and the related increase in purchased natural gas sold include the effect of higher
natural gas prices and volumes since the comparable prior period.
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Natural Gas and 0il Production
Years ended December 31, 2006 2005 2004

{Doliars in miltions, where applicable}

Operating revenues:

Natural gas $373.9 $362.5 $280.4
oil 103.4 72.7 59.7
Other 6.7 4.2 28
484.0 439.4 342.9
Cperating expenses:
- Purchased natural gas sold . 6.6 4.3 2.7
Operation and maintenance:
Lease aperating costs 52.8 39.2 33.0
Gathering and transportation 18.3 14.1 11.6
Dther 31.9 31.2 231
Depreciation, depletion and amartization 106.8 84.8 70.8
Taxes, other than income:
Production and property taxes 35.2 34.8 226
Other .6 -3 2
252.2 209.0 164.0
Operating income 231.8 2304 178.9
Earnings $145.7 $141.6 $110.8
Production:
Natural gas (MMcil 62,062 59,378 59,750
0Oil [MBbls} 2,041 1,707 1,747
Average realized prices [including hedges):
Natural gas [per Mcf] $ 6.03 $ 61 $ 4.69
Qil [per barrel) $50.44 $42.59 $34.14
Average realized prices [excluding hedges):
Natural gas [per Mcf] $ 5.62 $ 6.87 $ 4.90
Oil [per barrel) $51.73 $48.73 $37.75
Production costs, including taxes, per equivalent Mcf:
Lease operating costs $ M $ 56 & .47
Gathering and transportation .25 .20 A7
Production and property taxes £T .50 32
$ 1.43 $ 1.26 $ .9

2008 compared to 2005 The natural gas and oil production business experienced an increase in earnings of $4.1 million
(3 percent] due to:

» Increased oil production of 20 percent and natural gas production of 5 percent, largely due to the May 2005 South Texas and
May 2006 Big Horn acquisitions and increased production in the Rocky Mountain region

¢ Higher average realized oil prices of 19 percent
Partially offsetting the increase were:

* Higher depreciation, depletion and amortization expense of $13.5 million (after tax) due to higher depletion rates and
increased production

* Higher lease aperating expense of $8.4 million [after tax], largely acquisition and CBNG-related costs

2005 compared to 2004 The natural gas and oil production business experienced an increase in earnings of $30.8 million
(28 percent] due to:

+ Higher average realized natural gas prices of 30 percent

* Higher average realized oil prices of 25 percent

60 MDU RESOURCES GROUP, INC. FORM 10-K




Partially offsetting the increase were:

* Higher depreciation, depletion and amortization expense of $8.4 million (after tax] due to higher rates, largely the result of
the South Texas acquisition in the second quarter of 2005

« Higher lease operating costs of $5.4 million [after tax), including costs retated to the South Texas acquisition, and increased
general and administrative expenses of $5.3 million (after tax], including payroll-related costs

« Aslight decrease in natural gas and oil praduction volumes as a result of the effects of hurricanes and normal production
declines. Largely offsetting these declines were increases in production from other existing properties due to drilling activity
and the South Texas acquisition

Construction Materials and Mining

Years ended December 31, 2004 2005 2004
{Dollars in mittions!
Operating revenues $1,877.0 %$1,604.6 $1.322.2
Operating expenses:
Operation and maintenance 1,593.7 1,381.9 11323
Depreciatian, depletion and amartization 88.7 78.0 69.6
Taxes, other than income 385 3%.4 34.3
1,720.9 1,499.3 1,236.2
Operating income 156.1 105.3 86.0
Earnings $ 85.7 $ 551 $ 507
Sales (000°s):
Aggregates [tons) 45,600 47,204 43 444
Asphalt [tons) 8,273 9,142 8,643
Ready-mixed cencrete {cubic yards) 4,588 4,448 4,292

2006 compared to 2005 Earnings at the construction materials and mining business increased $30.6 million (56 percent] due to:

= Higher earnings of $18.8 million (after tax) from construction, largely due to increased volumes and margins, the result of
strong markets and improvements in Texas

* Increased earnings from aggregate and asphalt operations of $10.4 mitlion [after tax], largely due to higher reatized
margins, partially offset by lower volumes

* Earnings from companies acquired since the comparable prior period, which contributed approximately 18 percent of the
earnings increase

« Higher earnings of $4.2 million [after tax) from ready-mixed concrete operations, targely due to higher margins
Partially offsetting the increase were:

 Higher depreciation, depletion and amortization expense from existing operations of $4.4 million {after tax], primarily due to
higher property, plant and equipment balances

* Increased general and administrative expense of $4.2 million (after tax), primarily payrotl-related

2005 compared to 2004 Earnings at the construction materials and mining business increased $4.4 million (% percent) due to:
* Increased ready-mixed cancrete margins of $4.7 miltion [after tax), largely in the Pacific and Northwest regions

= Earnings from companies acquired since the comparable prior period, which contributed less than 5 percent of earnings

* Higher cement valumes

Partially offsetting the increase were:

+ Higher depreciation, depletion and amortization expense from existing operations of $3.2 million (after tax], due in part to
higher property, plant and equipment balances

* The absence in 2005 of the 2004 favorable resolution of federal and related tax matters of $1.2 million (after tax],
including interest

Construction and aggregate margin increases in mast regions were largely offset by significantly lower margins in Texas,
which included the effects of higher fuel, maintenance and repair costs.
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Independent Power Production
Years ended December 31, 2006 2005 2004

{Doliars in mitlions!

Dperating revenues $66.1 $48.5 $43.1
Operating expenses:
Fuel and purchased power 4.7 - -
Operation and maintenance 42.7 32.0 23.0
Depreciation, depletion and amortization 15.2 9.0 9.4
Taxes, other than income 4.0 2.6 2.4
56.6 43.6 35.0
Operating income [loss] (.5) 4.9 8.1
Earnings % 45 $229 $26.3
Net generation capacity — kW* 437,600 279,600 279,600
Electricity produced and sold [thousand kWh]* 830,212 254,618 204,425

* Excludes equity methed investments.

2006 compared to 2005 Independent power production experienced a decrease in earnings of $18.4 mitlion (80 percent),
largely due to:

« Decreased earnings from equity method investments of $11.5 million, which largely reflect the absence in 2004 of the 2005
%15.4 million benefit from the sale of the Termoceara Generating Facility, partially offset by increased earnings from the
acquisition of the Brazilian Transmission Lines in August 2006 and increased earnings at the Trinity Generating Facility
partially resulting from a one-time benefit due to a tax rate reduction

* Higher interest expense of $5.7 million [after tax), largely due to debt related to the Hardin Generating Facility that was
placed into commerciat operation in March 2006

o Lower margins of $3.3 millien (after tax] related ta domestic electric generating facilities, primarily due to lower
capacity revenues

For additional information regarding equity method investments, see ttem 8 - Note 4.

2005 compared to 2004 independent power production experienced a decrease in earnings of $3.4 mittion (13 percent|,
largely due to:

= The absence in 2005 of 2004 aperating income from the Termoceara Generating Facility, benefits received in 2004 related
to foreign currency gains and the effects of the embedded derivative in the Brazitian electric power sales contract were
partially offset by a gain from the sale of the equity interest in the Termoceara Generating Facitity in June 2005

« Higher general and administrative expense of $1.7 million [after tax], largely consulting and payroll-related costs

« Lower earnings of $900,000 related to a domestic electric generating facility, largely lower capacity revenues and higher gas
transportation fees

Partially offsetting the earnings decrease were:

* Earnings from equity method investments acquired since the comparabte prior period, which contributed less than 5 percent
of earnings

» Lower interest expense of $1.2 million (after tax)
* [ncreased earnings from wind generation of $1.2 million, largely due to benefits related to higher production

For additional information regarding equity methad investments, see ltem 8 - Note 4.
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Other and Intersegment Transactions
Amounts presented in the preceding tables will not agree with the Cansalidated Statements of Income due to the Company's
other operations and the elimination of intersegment transactions. The amounts relating to these items are as follows:

Years ended December 31, 2004 2005 2004
{in miltions!

Other:
Qperating revenues $ 8.1 $ 4D $ 44
Operation and maintenance 6.1 5.1 4.0
Depreciation, depletion and amortization 1.0 .3 3
Taxes, other than income 4 2 -

Intersegment transactions:
Operating revenues $335.1 $375.9 $272.2
Fuel and purchased power 3 - -
Purchased natural gas sold 308.1 3b4.2 253.7
Operation and maintenance 26.7 21.7 18.5

For further information on intersegment eliminations, see ltem 8 - Note 15.

Prospective Information

The following information highlights the key growth strategies, projections and certain assumptions far the Company and its
subsidiaries and other matters for each of the Company’s businesses. Many of these highlighted points are “forward-looking
statements.” There is no assurance that the Company's projections, including estimates for growth and changes in revenues
and earnings, will in fact be achieved. Please refer to assumptions contained in this secticn as well as the various important

factors listed in Item 1A - Risk Factors. Changes in such assumptions and factors could cause actual future results to differ

materially from the Company’s targeted growth, revenue and earnings projections.

MDU Rescurces Group, Inc.
« Earnings per common share for 2007, diluted, are projected in the range of $1.50 to $1.70.

« The Company expects the percentage of 2007 earnings per common share, diluted, by quarter to be in the following
approximate ranges:

- First quarter - 10 percent to 15 percent
- Second quarter - 20 percent to 25 percent
- Third quarter - 35 percent to 40 percent
- Fourth quarter - 25 percent to 30 percent

« The Company's long-term compound annual growth goals on earnings per share from eperations are in the range of
7 percent to 10 percent.

Electric

» The Company is analyzing potential projects for accommodating load growth and replacing an expired purchased power
contract with company-owned generation. This will add to base-load capacity and rate base. New generation is projected
to be an line in late 2011 or early 2012. A major commitment decision on the project will ke made in mid-2007. A filing in
North Dakota for prudence approval of the potential Big Stone Il generation project was made in November 2006.

» This business continues to pursue growth by expanding energy-related services.

* Montana-Dakota has obtained and holds, oris in the process of renewing, valid and existing franchises authorizing it to
conduct its electric operations in all of the municipalities it serves where such franchises are required. Montana-Dakota
intends to protect its service area and seek renewal of all expiring franchises.
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Natural gas distribution

* As discussed in Item 8 - Note 22, the Company has entered into a definitive merger agreement to acquire Cascade. The
acquisition is expected to significantly enhance regulated earnings and cash flows. Regulatory approvals are anticipated in
the third quarter of 2007,

* This business continues to pursue growth by expanding energy-related services.

* Montana-Dakota and Great Plains have obtained and hold, or are in the process of renewing, valid and existing franchises
authorizing them to conduct their natural gas operations in all of the municipalities they serve where such franchises are
required. Montana-Dakota and Great Plains intend to protect their service areas and seek renewal of all expiring franchises.

Construction services
* Revenues in 2007 are expected to be comparable to 2006 record levels.

* The Company will continue to focus on costs and efficiencies to improve margins.

= Effective January 1, 2007, CEM became part of this segment. CEM provides analysis, design, construction, refurbishment
and operation and maintenance services related to electric generating facilities. CEM recently secured a contract to
construct a 550-MW natural gas-fired electric generating facility near Hobbs, New Mexico. It alsc is in negotiations to
operate the facility. Onsite construction is expected to begin by the spring of 2007 with power coming on line by the summer
of 2008.

Pipeline and energy services

* Through minor compresser medifications, firm capacity for the Grasslands Pipeline increased from 90,000 Mcf per day
to 97,000 Mcf per day effective Novemnber 1, 2006. Based on anticipated demand, additional incremental expansions are
forecasted over the next few years with the next expansion to 138,080 Mcf per day scheduled for tate 2007, depending upon
the timing of receiving the necessary requlatary approvals. Through additional compression, the pipeline capacity could
ultimately reach 200,000 Mcf per day.

= In 2007, total gathering and transportation throughput is expected to be consistent with 2006 record levels.

Natural gas and oil production
¢ Long-term compound annual growth goals for production are in the range of 7 percent to 10 percent. In 2007, the Company
expects a combined natural gas and oil production increase in that range.

* The Company expects to dritl between 300 and 350 wells in 2007, dependent on the timely receipt of regulatory approvals.
Currently, this segment’s net combined natural gas and oil production ranges from 200,000 Mcf equivalents to 210,000 Mcf
equivalents per day.

¢ Earnings guidance reflects estimated natural gas prices for February through December 2007 as follows:

Index* Price Per Mcf
Ventura $6.25t0 $4.75
NYMEX $6.75t0 $7.25
CIG $5.25t0 $5.75

* Yentura is an index pricing point related to Northern Natural Gas Co.’s system; CIG is an index pricing point
refated to Colorado Interstate Gas Co.'s system.

During 2006, more than three-fourths of naturat gas production was priced at non-NYMEX prices, the majority of which was at
Ventura pricing.

* Earnings guidance reflects estimated NYMEX crude il prices for February through December 2007 in the range of $58 to
$63 per barrel.
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* The Company has hedged approximately 30 percent to 35 percent of its estimated natural gas production for 2007 and
approximately 5 percent to 10 percent for 2008. The hedges that are in place as of February 6, 2007, are summarized in the
fotlowing chart:

Forward Price Swap or

Notional Casttess Collar

. Period Volume Floor-Ceiling

Commadity Index* Outstanding IMMBtu] [Per MMBtu)
Natural Gas Ventura 1/07 - 12/07 1,825,000 $8400-%11.91
Natural Gas Ventura 1/07 - 12/07 912,500 $8.00-%11.80
Natural Gas Ventura 1/07 - 12/07 912,500 $8.00 - $11.75
Natural Gas Ventura 1/07 - 12/07 1,825,000 $7.50 - $10.55
Natural Gas CIG 1/07 - 12/07 1,825,000 $7.40
Natural Gas CIG 1/07 - 12/07 1,825,000 - $7.405
Natural Gas Ventura 1/07 - 12/07 1,460,000 $8.25-%$10.80
Natural Gas CIG 1/07 - 12/07 912,500 $7.50 -$%.12
Natural Gas Ventura 1/07 - 12/07 1,825,000 $8.29
Natural Gas Ventura 1/07 - 3/07 450,000 $8.00 - $9.80
Natural Gas Ventura 1/07 - 12/07 1,825,000 $7.85-%9.70
Natural Gas Ventura 1/07 - 12/07 3,650,000 $7.67
Natural Gas Ventura 2107 - 10/07 2,047,500 $7.16
Natural Gas NYMEX 3/07 - 12/07 1,530,000 $7.50 - $8.50
Natural Gas Ventura 11/07 - 3/08 1,520,000 $8.00 - $8.75
Natural Gas Ventura 1/08 - 12/08 1,830,000 $7.00 - $8.45
Naturat Gas CiG 1/08 - 3/08 910,000 $7.00 - $7.79
Natural Gas Ventura 1/08 - 12/08 1,830,000 $7.50 - $8.34

* Ventura is an index pricing point related to Northern Nalural Gas Co. s system; CIG is an index pricing paint related o Colorado
Interstate Gas Co.’s system.

Construction materials and mining
s Revenues in 2007 are expected to be somewhat lower than 2006 record levels.

Independent power production
» The Company has retained a financial adviser with respect to the potential sale of domestic independent power production
assets. The Company expects the transaction to close in the second quarter of 2007.

New Accounting Standards
For information regarding new accounting standards, see Item B - Note 1, which is incorporated by reference.

Critical Accounting Policies Involving Significant Estimates

The Company has prepared its financial statements in conformity with accounting principles generally accepted in the United
States of America. The preparation of these financial statements requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities, and disclosure of contingent assets and liabilities, at the date of the
financial statements as well as the reported amounts of revenues and expenses during the reparting period. The Company’s
significant accounting policies are discussed in ltem 8 - Note 1.

Estimates are used for items such as impairment testing of long-lived assets, goodwill and natural gas and oil properties:
fair values of acquired assets and liabilities under the purchase method of accounting; natural gas and oil reserves; property
depreciable lives; tax provisions; uncollectible accounts; envirenmental and other loss cantingencies; accumulated provision
for revenues subject to refund; costs on construction contracts; unbilled revenues; actuarially determined benefit costs:
asset retirement obligations; the valuation of stock-based compensation; and the fair value of derivative instruments. The
Company's critical accounting policies are subject to judgments and uncertainties that affect the application of such policies.
As discussed below, the Company’s financial position or results of operations may be materially different when reported
under different conditions or when using different assumptions in the application of such policies.

As additional information becomes availabte, or actual amounts are determinable, the recorded estimates are revised.
Consequently, operating results can be affected by revisions to prior accounting estimates. The following critical accounting
policies involve significant judgments and estimates.
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Impairment of long-lived assets and intangibles

The Company reviews the carrying values of its long-lived assets and intangibles, excluding natural gas and oil properties,
whenever events or changes in circumstances indicate that such carrying values may not be recoverable and annually for
goadwill. Unforeseen events and changes in circumstances and market conditions and material differences in the value of
long-lived assets and intangibles due to changes in estimates of future cash flows could negatively affect the fair value of the
Company’s assets and result in an impairment charge. If an impairment indicator exists for tangibte and intangible assets,
excluding goodwill, the asset group held and used is tested for recoverability by comparing an estimate of undiscounted future
cash flows attributable to the assets cornpared to the carrying value of the assets. If impairment has occurred, the amount of
the impairment recognized is determined by estimating the fair value of the assets and recording a loss if the carrying value is
greater than the fair value. In the case of goodwill, the first step, used to identify a potential impairment, compares the fair
value of the reporting unit using discounted cash flows, with its carrying amount, including goodwill. The second step, used to
measure the amount of the impairment loss if step one indicates a potential impairment, compares the implied fair value of
the reporting unit goodwill with the carrying amount of goodwill.

Fair value is the amount at which the asset could be bought or sold in & current transaction between willing parties. The
Company uses critical estimates and assumptions when testing assets for impairment, including present value technigues
based on estimates of cash flows, quoted market prices or valuations by third parties, ar multiples of earnings or revenue
performance measures. The fair value of the asset could be different using different estimates and assumptions in these
valuation technigques.

There is risk involved when determining the fair value of assets, tangible and intangible, as there may be unforeseen events
and changes in circumstances and market conditions and changes in estimates of future cash flows.

The Company believes its estimates used in calculating the fair value of lang-lived assets, including gocdwill and identifiable
intangibles, are reasonable based on the information that is known when the estimates are made.

Natural gas and oil properties

The Company uses the full-cost method of accounting for its natural gas and oil production activities. Capitalized costs

are subject to a "ceiling test” that limits such costs to the aggregate of the present value of future net revenues of proved
reserves based on single point-in-time spot market prices, as mandated under the rules of the SEC, plus the cost of unproved
properties. Judgments and assumptions are made when estimating and valuing reserves. There is risk that sustained
downward movements in natural gas and oit prices, changes in estimates of reserve quantities and changes in operating and
development costs could result in a future noncash write-down of the Company’s natural gas and oil properties.

Estimates of reserves are arrived at using actual historical wellhead production trends and/or standard reservair engineering
methods utilizing available engineering and geologic data derived from well tests. Other factors used in the reserve estimates
are current natural gas and oil prices, current estimates of well operating and future development costs, and the interest
owned by the Company in the well. These estimates are refined as new information becomes available.

Historically, the Company has not had any material revisions to its reserve estimates. As a result, the Company has not
changed its practice in estimating reserves and does not anticipate changing its methodologies in the future.

Revenue recognition

Revenue is recognized when the earnings process is complete, as evidenced by an agreement between the customer and
the Company, when delivery has occurred or services have been rendered, when the fee is fixed or determinable and when
callection is reasonably assured. The recognition of revenue in conformity with accounting principles generally accepted in
the United States of America requires the Company to make estimates and assumptions that affect the reported amounts
of revenue. Critical estimates related to the recognition of revenue include the accumulated provision for revenues subject
to refund and costs on construction contracts under the percentage-of-completion method.

Estimates for revenues subject to refund are established initially for each regulatory rate proceeding and are subject to
change depending on the applicable regulatory agency’s [Agencyl approval of final rates. These estimates are based on the
Company’'s analysis of its as-filed application compared to previous Agency decisions in prior rate filings by the Company

and other regulated companies. The Company periodically reviews the status of its outstanding regulatory proceedings and
liability assumptions and may from time to time change its liability estimates subject to known developments as the regulatary
proceedings move through the requlatory review process. The accuracy of the estimates is ultimately determined when the
Agency issues its final ruling on each regulatory proceeding for which revenues were subject to refund. Estimates have
changed from time to time as additional information has become available as to what the ultimate cutcome may be and will
likely continue to change in the future as new information becomes available on each outstanding regulatory proceeding that
is subject to refund.
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The Company recognizes construction contract revenue from fixed price and madified fixed price construction contracts at its
construction businesses using the percentage-of-completion method, measured by the percentage of costs incurred to date to
estimated total costs for each contract. This method depends largely on the ability to make reasonably dependable estimates
related to the extent of progress toward completion of the contract, contract revenues and contract costs. Inasmuch as contract
prices are generally set before the work is perfermed, the estimates pertaining to every project could contain significant
unknown risks such as volatile labar, material and fuel costs, weather delays, adverse project site conditions, unforeseen
actions by regulatory agencies, performance by subcontractors, job management and relations with project owners.

Several factors are evaluated in determining the bid price for contract work, These include, but are not limited to, the
complexities of the job, past history performing similar types of work, seasonal weather patterns, competition and market
conditions, job site conditions, work force safety, reputation of the project owner, availability of labor, materials and fuel,
project lacation and project completion dates. As a project commences, estimates are continually monitared and revised as
information becomes available and actual costs and conditions surrounding the job become known.

The Company believes its estimates surrounding percentage-of-completion accounting are reasonable based on the information
that is known when the estimates are made. The Campany has contract administration, accounting and management control
systems in place that allow its estimates to be updated and manitored on a regular basis. Because of the many factors that are
evaluated in determining bid prices, it is inherent that the Company’s estimates have changed in the past and will continually
change in the iuture as new information becomes available for each job.

Purchase accounting

The Company accounts for its acquisitions under the purchase methed of accounting and, accordingly, the acquired assets
and liabilities assumed are recorded at their respective fair values. The excess of the purchase price over the fair value of the
assets acquired and liabilities assumed is recorded as goodwill. The recorded vatues of assets and liabilities are based on
third-party estimates and valuations when available. The remaining values are based on management’s judgments and
estimates, and, accordingly, the Campany's financial position or results of operations may be affected by changes in estimates
and judgments.

Acquired assets and liabilities assumed by the Company that are subject to critical estimates include property, plant and
equipment and intangibles. :

The fair value of owned recoverable aggregate reserve deposits is determined using qualified internal personnel as well as
geologists. Reserve estimates are calculated based on the best available data. This data is collected from drill hotes and other
subsurface investigations as well as investigations of surface features such as mine highwalls and other exposures of the
aggregate reserves. Mine plans, production history and geologic data are also used to estimate reserve quantities. Value is
assigned to the aggregate reserves based on a review of market royalty rates, expected cash flows and the number of years

of recoverable aggregate reserves at owned aggregate sites.

The fair value of property, plant and equipment is based on a valuation performed either by qualified internal personnel and/or
outside appraisers. Fair values assigned to plant and equipment are based on several factors inctuding the age and conditian
of the equipment, maintenance records of the equipment and auction values for equipment with similar characteristics at the
time of purchase.

The fair value of leasehold rights is based on estimates including royalty rates, lease terms and other discernible factors for
acquired leasehold rights, and estimated cash flows.

While the atlocation of the purchase price of an acquisition is subject to a censiderable degree of judgment and uncertainty,
the Company does not expect the estimates to vary significantly once an acquisition has been completed. The Company
believes its estimates have been reasonable in the past as there have been no significant valuation adjustments subsequent
to the final allocation of the purchase price to the acquired assets and liabilities. In addition, goodwill impairment testing is
performed annually in accordance with SFAS No. 142

Asset retirement obligations

Entities are required ta record the fair value of a liability for an asset retirement obligation in the period in which it is incurred.
The Company has recorded cbligations related to the plugging and abandonment of natural gas and oil wells, decommissioning
of certain electric generating facilities, reclamation of certain aggregate properties, special handling and disposal of hazardous
materials at certain electric generating facilities, natural gas distribution and transmission facilities and buildings and certain
other obligations associated with leased properties.
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The liability for future asset retirement obligations bears the risk of change as many factors go into the development of
the estimate of these obligations and the likelihood that over time these factors can and will change. Factors used in the
estimation of future asset retirement obligations include estimates of current retirement costs, future inflation factors, life
of the asset and discount rates. These factors determine both a present value of the retirement liability and the accretion
to the retirement liability in subsequent years.

Long-lived assets are reviewed to determine if a legal retirement obligation exists. If a legal retirement obligation exists, a
determination of the liability is made if a reasonable estimate of the present value of the obligation can be made. The present
value of the retirement obligation is calculated by inflating current estimated retirement costs of the lang-lived asset over its
expected life to determine the expected future cost and then discounting the expected future cost back to the present value
using a discount rate equal to the credit-adjusted risk-free interest rate in effect when the liability was initially recognized.

These estimates and assumptions are subject to a number of variables and are expected to change in the future. Estimates and
assumptions will change as the estimated useful lives of the assets change, the current estimated retirement costs change,
new legal retirement obligations accur and/or as existing legal asset retirement obligations, for which a reasonable estimate
of fair value could not initially be made because of the range of time aver which the Company may settle the obligation is
unknown or cannot be estimated, hecome less uncertain and a reasonable estimate of the future liability can be made.

Pension and other postretirement benefits

The Company has noncontributory defined benefit pension plans and other pastretirement benefit plans for certain eligible
employees. Various actuarial assumptions are used in calculating the benefit expense [income) and tiability [asset] related
to these plans. Costs of providing pension and other postretirement benefits bear the risk of change, as they are dependent
upon numerous factors based on assumptions of future conditions.

The Company makes various assumptions when determining plan costs, including the current discount rates and the

expected leng-term return on plan assets, the rate of compensaticn increases and healthcare cost trend rates. In selecting the
expected long-term return en plan assets, which is considered to be one of the key variables in determining benefit expense or
income, the Company considers both current market conditions and expected future market trends, including changes in
interest rates and equity and bond market performance. Another key variable in determining benefit expense or income is the
discount rate. In selecting the discount rate, the Company uses the yield of a fixed-income debt security, which has a rating of
“Aa” or higher published by a recognized rating agency, as well as other factors, as a basis. The Cempany’s pension and other
postretirement benefit plan assets are primarily made up of equity and fixed income investments. Fluctuations in actual equity
and bond market returns as well as changes in general interest rates may result in increased or decreased pension and other
postretirement benefit costs in the future. Management estimates the rate of compensation increase based on long-term
assumed wage increases and the healthcare cost trend rates are determined by historical and future trends.

The Company believes the estimates made for its pension and other postretirement benefits are reasonable based on the
information that is known when the estimates are made. These estimates and assumptions are subject to a number of
variables and are expected to change in the future, Estimates and assumptions will be affected by changes in the discount
rate, the expected long-term return on plan assets, the rate of compensatian increase and healthcare cost trend rates.
The Company plans to continue t6 use its current methodologies to determine plan costs.

Liquidity and Capital Commitments

Cash flows

Operating activities Net income before depreciation, depletion and amortization is a significant contributor to cash flows from
operating activities. The changes in cash flows from operating activities generally follow the results of operations as discussed
in Financial and Operating Data and also are affected by changes in working capital. Cash flows provided by operating activities
in 2006 increased $176.2 million from the comparable 2005 period, the result of:

* Lower working capital requirements of $70.5 million, largely due to lower cash needs for receivables at the natural gas
distribution, natural gas and oil productien and construction services businesses

+ Higher depreciation, depletion and amortization expense of $43.2 million largely at the natural gas and oil production,
construction materials and mining, and the independent pawer production businesses

* Increased net income of $40.7 million, largely increased earnings at the construction materials and mining, construction
services and pipeline and energy services businesses

* Decreased earnings, net of distributions, from equity method investments of $10.3 million, primarily the result of the sale
of the Termoceara Generating Facility in 2005

68 MDU RESOURCES GROUP, INC, FORM 10-K




Cash flows provided by operating activities in 2005 increased $50.2 million from the comparable 2004 period, the result of;

* Increased net income of $58.0 million, largely increased earnings at the natural gas and oil production, construction
services and pipeline and energy services businesses [Net income in 2004 includes noncash asset impairments of
$6.1 million, of which $4.0 million is included in discontinued operations.)

* Higher depreciation, depletion and amortization expense of $19.9 million largely at the natural gas and oil production and
construction materials and mining businesses

» Decreased earnings, net of distributions, from equity method investments of $7.9 million, primarily the result of the sale
of the Termoceara Generating Facility

Partially offsetting the increase in cash {lows from operating activities were:

* Higher working capital requirements of $54.0 million due in part to:
~ Higher receivables, largely increased workloads and acquisition-related increases at the constructian services business
- Higher income tax payments due to lower tax depreciation and higher net income

- Partially offset by higher accounts payable due to increased workloads and acquisition-related increases at the
construction services business, higher natural gas costs at the natural gas distribution business and increased drilling
costs due to increased dritling activity at the natural gas and oil production business

Investing activities Cash flows used in investing activities in 2006 increased $16.3 million compared to the comparable 2005
period, the result of:

* Increased investments largely due to the acquisition of the Brazilian Transmission Lines
* The absence in 2006 of the 2005 proceeds from the sale of the Termoceara Generating Facility

Partially offsetting the increase was a decrease in cash flows used for acquisitions of $87.2 million, largely at the natural gas
and oil preduction and canstruction materials and mining businesses.

Cash flows used in investing activities in 2005 increased $257.3 million compared to the comparable 2004 period, the result of:

* Anincrease in net capital expenditures of $329.6 million, due largely to acquisitions lincluding the acquisition of natural
gas and oil production properties in South Texas), the construction of the Hardin Generating Facility and higher ongoing
capital expenditures

* The absence in 2005 of the $22.0 million proceeds from notes receivable in 2004
Partially offsetting the increase in cash flows used in investing activities were:

* Lower investments of $56.1 millicn, including the absence in 2005 of the 2004 investments in the Hartwell and
Trinity Generating Facilities

* Proceeds of $38.2 miltion from the sale of the Termaceara Generating Facility

Financing activities Cash flows retated to financing activities in 2006 decreased $198.8 million compared to the comparable
2005 period, primarily the result of an increase in repayment of long-term debt of $208.7 million, partially offset by an increase
in proceeds from the issuance of common stock of $10.8 million.

Cash flows provided by financing activities in 2005 increased $202.2 million compared to the comparable 2004 period,
primarily the result of an increase in the issuance of long-term debt of $338.5 million due in part to acquisitions and the
construction of the Hardin Generating Facility.

The increase in cash flows from financing activities was partially offset by:

* Increased repayment of long-term debt of $68.8 million, including the redemption of $20.9 million of Pallution Control
Refunding Revenue bonds and certain scheduled debt repayments

* A decrease in proceeds from the issuance of commen stock of $61.0 million reflecting the absence in 2005 of the 2004
proceeds received from an underwritten public offering
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Defined benefit pension plans

The Company has qualified noncontributary defined benefit pension plans [Pension Plans] for certain employees. Plan assets
consist of investments in equity and fixed income securities. Various actuarial assumptions are used in calculating the benefit
expense income] and liability lasset) related to the Pension Plans. Actuariat assumptions include assumptions about the
discount rate, expected return on plan assets and rate of future compensation increases as determined by the Company within
certain guidelines. At December 31, 2006, certain Pension Plans” accumulated benefit obligations exceeded these ptans’
assets by approximately $3.6 million. Pretax pension expense reflected in the years ended December 31, 2004, 2005 and 2004,
was $7.0 million, $6.6 million and $4.1 million, respectively. The Company's pension expense is currently projected to be
approximately $6.0 million to $7.0 million in 2007. Funding for the Pension Plans is actuarially determined. The minimum
required contributions for 2006, 2005 and 2004 were approximately $2.6 million, $1.4 million and $1.2 million, respectively.
Far further information on the Company's Pension Plans, see ltem 8 - Note 17.

Capital expenditures
The Company's capital expenditures for 2004 through 2006 and as anticipated for 2007 through 2009 are summarized in the
following table, which also includes the Company's capital needs for the retirement of maturing long term debt.

Actual Estimated”

2004 2005 2008 2007 2008 2009

{in millions!

Capital expenditures:

Electric %19 $ 27 $ 3% $ 79 $163 %192
Natural gas distribution 17 17 15 514 51 43
Construction services 9 51 32 17 13 13
Pipeline and energy services 38 35 43 38 N kx)
Natural gas and oil production 12 330 329 282 284 289
Construction materials and mining 133 162 141 97 86 81
Independent power production 76 136 3 3 - -
Other 4 12 2 i 1
408 M £34 1.031 629 652
Net proceeds from sate or disposition of property™* [21] (41} (31} (9 12] -
Net capital expenditures 387 730 603 1,022 627 452
Retirement of long-term debt 38 107 N4 84 162 73
%425 $837 $91¢9 $1,106 $789 $725

*With the exception of the anticipated acquisition of Cascade in the third quarter of 2007, the estimated 2007 through 2009 capital expenditures reflected in the above table
exclude potential future acquisitions and cther greiwth opportunities which are dependent upon the availability of ecoromic opporlunities and, as a result, capital expendilures
may vary significantly from the above eslimales. These amounts also exclude AFUDC equity.

** The estimated 2007 through 2009 ne! proceeds exclude proceeds related to the disposal of unidentified assets and any potential proceeds related to the previously announced
sale of domestic independent power production assels.

Capital expenditures for 2006, 2005 and 2004, in the preceding table include noncash transactions, including the issuance
of the Campany's equity securities in connection with acquisitions. The nencash transactions were immaterial in 2006,
$46.5 million in 2005 and $33.1 million in 2004.

In 2006, the Company acquired a construction services business in Nevada, natural gas and oil production properties in
Wyaming, construction materials and mining businesses in Calitarnia and Washington, and a natural gas-fired electric
generating facility in California at the independent power production segment, nong of which was material. The total purchase
consideration for these businesses and properties and purchase price adjustments with respect to certain other acquisitions
made prior to 2006, consisting of the Company’s common stock and cash, was $133.1 million.

The 2006 capital expenditures, including those for the previously mentioned acquisitions and retirements of long-term debt,
were met from internal sources, the issuance of long-term debt and the Company’s equity securities. Estimated capital
expenditures for the years 2007 through 2009 include those for:

* System upgrades

* Routine replacements

» Service extensions

» Routine equipment maintenance and replacements
+ Buildings, land and building improvements

« Pipeline and gathering projects
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« Further enhancement of natural gas and oil production and reserve growth

* Power generation opportunities, including certain costs for additional electric generating capacity
» Anticipated acquisition of Cascade in the third quarter of 2007

¢ Other growth opportunities

The Company continues to evaluate potential future acquisitions and other growth opportunities; however, they are dependent
upon the availability of economic opportunities and, as a result, capital expenditures may vary significantly from the estimates
in the preceding table. it is anticipated that all of the funds required for capital expenditures and retirement of long-term debt
for the years 2007 through 2009 will be met from various scurces, including internally generated funds; commercial paper
credit facilities at Centennial and MDU Resources Group, Inc., as described below; and through the issuance of long-term debt
and the Company’s equity securities.

Capital resources
Certain debt instruments of the Company and its subsidiaries, including those discussed below, contain restrictive covenants,
all of which the Company and its subsidiaries were in compliance with at December 31, 2006.

MDU Resources Group, Inc. The Company has a revolving credit agreement with various banks totaling $125 million [with
provision for an increase, at the option of the Company on stated conditions and upon regulatory approval, up to a maximum
of $150 million]. There were no amounts outstanding under the credit agreement at December 31, 2006. The credit agreement
supports the Company’s $100 million commercial paper program. Under the Campany’'s commercial paper pregram,

$25.8 million was outstanding at December 31, 2006. The commercial paper borrowings are classified as long-term debt as
they are intended to be refinanced on a long-term basis thraugh continued commercial paper borrowings [supported by the
credit agreement, which expires in June 2011).

The Company’s objective is to maintain acceptable credit ratings in order to access the capital markets through the issuance
of commercial paper. Minor fluctuations in the Company's credit ratings have not limited, nor would they be expected to limit,
the Company’s ability to access the capital markets. In the event of a minor downgrade, the Company may experience a
nominal basis point increase in overall interest rates with respect to its cost of borrowings. If the Company were to experience
a significant downgrade of its credit ratings, it may need to borrow under its credit agreement.

Prior to the maturity of the credit agreement, the Company expects that it will negotiate the extension or replacement of

this agreement. If the Company is unable to successtully negotiate an extensien of, or replacement for, the credit agreement,
or if the fees on this facility became too expensive, which the Company does not currently anticipate, the Company would seek
alternative funding. One source of alternative funding might invalve the securitization of certain Company assets.

in order to borrow under the Company's credit agreement, the Company must be in compliance with the applicable covenants
and certain other conditions, including covenants not to permit, as of the end of any fiscal quarter, (A) the ratio of funded debt
to total capitalization [determined on a consolidated basis] to be greater than 65 percent or [B) the ratio of funded debt to
capitalization fdetermined with respect to the Company alone, excluding its subsidiaries) to be greater than 45 percent. Also
included is a covenant that does not permit the ratio of the Company’s earnings before interest, taxes, depreciation and
amortization to interest expense (determined with respect to the Company alone, excluding its subsidiaries), for the 12-manth
period ended each fiscal quarter, to be less than 2.5 to 1. Other covenants include restrictions on the sale of certain assets and
on the making of certain investments. The Company was in compliance with these covenants and met the required conditions
at December 31, 2006. in the event the Company does not comply with the applicable covenants and other conditions, alterna-
tive sources of funding may need to be pursued, as previously described.

There are no credit facilities that contain cross-default provisions between the Company and any of its subsidiaries.

The Coampany’s issuance of first mortgage debt is subject to certain restrictions imposed under the terms and conditions

of its Mortgage. Generally, thase restrictions require the Company to fund $1.43 of unfunded property ar use $1.00 of refunded
bonds for each dotlar of indebtedness incurred under the Indenture and, in some cases, to certify to the trustee that annual
earnings [pretax and before interest charges), as defined in the Indenture, equal at least two times its annualized first
mortgage bond interest costs. Under the more restrictive of the tests, as of December 31, 2006, the Company could have
issued approximately $461 million of additional first mortgage bonds.

The Company’s coverage of fixed charges including preferred dividends was 6.3 times and 6.1 times for the 12 months ended
December 31, 2006 and 2005, respectively. Additionally, the Company's first mortgage bond interest coverage was 26.0 times
and 10.2 times for the 12 months ended December 31, 2006 and 2005, respectively. Commaon stockholders’ equity as a percent
of total capitalization [net of long-term debt due within ane year) was 65 percent and 63 percent at December 31, 2006 and
2005, respectively.
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The Company has repurchased, and may from time to time seek ta repurchase, outstanding first martgage bonds through
open market purchases or privately negotiated transactions. The Company will evaluate any such transactions in light of then
existing market conditions, taking inte account its liquidity and prospects for future access to capital. As of December 31, 2004,
the Company had $57.0 million of first mortgage bonds outstanding, $30.0 million of which were hetd by the Indenture trustee
far the benefit of the Senior Note holders. At such time as the aggregate principal amount of the Company’s outstanding first
mortgage bonds, other than those held by the Indenture trustee, is $20.0 million or less, the Company would have the ability,
subject to satisfying certain specified conditions, to require that any debt issued under its Indenture become unsecured and
rank equally with all of the Company’s other unsecured and unsubordinated debt [as of December 31, 2004, the only such

debt outstanding under the Indenture was $30.0 million in aggregate principal amount of the Company’s 5.98% Senior Notes
due in 2033].

On July 27, 2006, the Company entered into a Sales Agency Financing Agreement with Wells Fargo Securities, LLC with respect
to the issuance and sale of up to 3,000,000 shares of the Company’s common stock, par value $1.00 per share, together with
preference share purchase rights appurtenant thereto. The common stock may be offered for sale, from time to time, in
accordance with the terms and conditions of the agreement, which terminates on June 30, 2007. Proceeds from the sale of
shares af common stock under the agreement are expected to be used for corperate development purposes and other general
corporate purposes. The offering is made pursuant to the Company's shelf registration statement on Form $-3, as amended,
which became effective on September 26, 2003, as supplemented by a praspectus supplement, dated July 27, 2006, filed with
the SEC pursuant to Rule 424(b] under the Securities Act of 1933, as amended. The Company has not issued any stock under
the Sales Agency Financing Agreement through December 31, 2006.

Centennial Energy Holdings, Inc. Centennial has three revolving credit agreements with various banks and institutions totaling
$437.9 million with certain provisions allowing for increased borrowings. These credit agreements support Centennial's
$400 million commercial paper program. There were no outstanding borrowings under the Centennial credit agreements at
December 31, 2006. Under the Centennial commercial paper program, $97.1 million was outstanding at December 31, 2006.
The Centennial commercial paper borrowings are classified as long-term debt as Centennial intends to refinance these
borrowings on a long-term basis through continued Centennial commercial paper borrowings (supparted by Centennial
credit agreements}. One of these credit agreements is for $400 mitlion, which includes a provision for an increase, at the
option of Centennial on stated conditions, up to a maximum of $450 million and expires on August 24, 2010. Another
agreement is for $17.9 million and expires on April 30, 2007. The third agreement is an uncommitted line for $20 million,
and may be terminated by the bank at any time. As of December 31, 2004, $41.9 million of letters of credit were outstanding,
as discussed in ltem 8 - Note 20, of which $25.9 miltion reduced amounts available under these agreements.

Centennial has an uncommitted long-term rmaster shelf agreement that allows for borrowings of up to $550 million. Under the
terms of the master shelf agreement, $539.5 million was outstanding at December 31, 2006. The ability to request additional
borrowings under this master shelf agreement expires on May 8, 200%. To meet potential future financing needs, Centennial
may pursue other financing arrangements, including private and/or public financing.

Centennial's objective is to maintain acceptable credit ratings in order to access the capital markets through the issuance of
commercial paper. Minor fluctuations in Centennial's credit ratings have not limited, nor would they be expected to Limit,
Centennial’s ability to access the capital markets. In the event of a minor downgrade, Centennial may experience a nominal
basis point increase in overall interest rates with respect to its cost of borrowings. If Centennial were to experience a signifi-
cant downgrade of its credit ratings, it may need to borrow under its committed bank lines.

Prior to the maturity of the Centennial credit agreements, Centennial expects that it will negotiate the extension or replacement
of these agreements, which provide credit support to access the capital markets. In the event Centennial was unable to
successfully negotiate these agreements, or in the event the fees on such facilities became too expensive, which Centennial does
not currently anticipate, it would seek alternative funding. One source of alternative funding might involve the securitization

of certain Centennial assets.
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In order to borrow under Centennial's credit agreements and the Centennial uncommitted long-term master shelf agreement,
Centennial and certain of its subsidiaries must be in compliance with the applicable covenants and certain other conditions,
including cavenants not to permit, as of the end of any fiscal quarter, the ratio of total debt to total capitalization to be greater
than 65 percent [for the $400 million credit agreement] and 601 percent [for the $17.9 millien credit agreement and the master
shelf agreement). Alse included is a covenant that does not permit the ratio of the Company’s earnings before interest, taxes,
depreciation and amortization to interest expense, for the 12-month period ended each fiscal quarter, to be less than 2.5 to 1
(for the $400 million credit agreement], 2.25 to 1 [for the $17.9 million credit agreement] and 1.75 to 1 [for the master shelf
agreement). Other covenants include minimum consolidated net worth, limitation on priority debt and restrictions on the sale
of certain assets and on the making of certain loans and investments. Centennial and such subsidiaries were in compliance
with these covenants and met the required conditions at December 31, 2006. In the event Centennial or such subsidiaries do
not compty with the applicable covenants and other conditions, alternative sources of funding may need to be pursued as
previously described.

Certain of Centennial's financing agreements contain cross-default provisions. These provisions state that if Centennial or any
subsidiary of Centennial fails to make any payment with respect to any indebtedness or contingent obligation, in excess of a
specified amount, under any agreement that causes such indebtedness to be due prior to its stated maturity or the contingent
obligation to become payable, the applicable agreements will be in default. Certain of Centennial’s financing agreements and
Centennial's practice limit the amount of subsidiary indebtedness.

Williston Basin Interstate Pipeline Company Williston Basin has an uncommitted long-term master shelf agreement that
allows for barrowings of up to $100 millien. Under the terms of the master shelf agreement, $80.0 million was outstanding at
December 31, 2006. The ability to request additional borrowings under this master shelf agreement expires on December 20, 2008,

In order te borrow under its uncommitted long-term master shelf agreement, Williston Basin must be in compliance with the
applicable covenants and certain other cenditions, including covenants not to permit, as of the end of any fiscal quarter, the
ratio of total debt to total capitalization to be greater than 55 percent. Other cavenants include limitation on priority debt and
some restrictions on the sale of certain assets and the making of certain investments. Witliston Basin was in compliance with
these covenants and met the required conditions at December 31, 2006. In the event Williston Basin does not comply with the
applicable covenants and other conditions, alternative sources of funding may need to be pursued.

Off balance sheet arrangements

In connection with the sale of MPX in June 2005 to Petrobras, an indirect wholly owned subsidiary of the Company has agreed
to indemnify Petrobras for 49 percent of any losses that Petrobras may incur frorn certain contingent liabilities specified in the
purchase agreement. Centennial has agreed to unconditionally guarantee payment of the indemnity obligations to Petrobras
for periods ranging from approximately two to five and a half years from the date of sale. The guarantee was required by
Petrobras as a candition to closing the sale of MPX.

Contractual obligations and commercial commitments
For more information on the Company’s contractual obligations on long-term debt, operating leases and purchase commitments,
see ltem 8 - Notes 9 and 20. At December 31, 2006, the Company’s commitments under these obligations were as follows:

2007 2008 2009 2010 201 Thereafter Total

{tn milfians/
Long-term debt $ 840 $161.8 $ 733 $104.4 $ 927 $ 7384 $1,254.6
Estimated interest payments*  66.6 61.3 54.1 50.4 42.5 2285 503.4
Operating leases 18.1 16.3 12.0 10.7 8.6 35.6 99.3
Purchase commitments 693.4** 99.7 81.8 62.3 55.9 2255 1,218.46
$842.1 $337.1 $221.2 $227.8 $199.7 $1,228.0 $3.075.9

* Estimated interest payments are calculated based on the applicable rates and payment dates.
** Includes expenditures related to the anticipated third quarter acquisition of Cascade. For more information, see item B - Note 22,

Effects of Inflation
Inflation did not have a significant effect en the Company's operations in 2006, 2005 or 2004.
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ltem 7A.-Quantitative and Qualitative Disclosures About Market Risk

The Company is expased to the impact of market fluctuations associated with commodity prices, interest rates and fareign
currency. The Company has policies and procedures to assist in controlling these market risks and utilizes derivatives to
manage a portion of its risk.

The Company’'s policy allows the use of derivative instruments as part of an overall energy price, foreign currency and interest
rate risk management program to efficiently manage and minimize commodity price, foreign currency and interest rate risk.
The Company’s policy prehibits the use of derivative instruments for speculating to take advantage of market trends and
conditions and the Company has procedures in place to monitor compliance with its policies. The Company is exposed to
credit-related iosses in relation to derivative instruments in the event of nonperformance by counterparties. The Company’s
policy requires that natural gas and oil price derivative instruments and interest rate derivative instruments not exceed a
period of 24 months and foreign currency derivative instruments not exceed a 12-manth period. The Company’s policy requires
settlement of natural gas and oil price derivative instruments monthly and all interest rate derivative transactions must be
settled over a period that will not exceed %0 days, and any foreign currency derivative transaction settlement periods may not
exceed a 12 month period. The Company has policies and procedures that management believes minimize credit-risk
exposure. These policies and procedures include an evaluation of potential counterparties’ credit ratings and credit expasure
limitations. Accordingly, the Company does not anticipate any material effect en its financial position or results of aperations
as a result of nonperformance by counterparties.

In the event a derivative instrurent being accounted for as a cash flow hedge does nat qualify for hedge accounting because
it is no longer highly effective in offsetting changes in cash flows of a hedged item; if the derivative instrument expires ar

is sold, terminated or exercised:; or if management determines that designation of the derivative instrument as a hedge
instrument is na longer appropriate, hedge accounting would be discontinued and the derivative instrument would continue
to be carried at fair value with changes in its fair value recognized in earnings. In these circumstances, the net gain or loss at
the time of discontinuance of hedge accounting would remain in accumulated other comprehensive income [loss) until the
period or periods during which the hedged forecasted transaction affects earnings, at which time the net gain or loss would
be reclassified into earnings. In the event a cash flow hedge is discontinued because it is unlikely that a forecasted transaction
will occur, the derivative instrument would continue to be carried on the balance sheet at its fair value, and gains and losses
that had accumulated in other comprehensive income [loss) would be recognized immediately in earnings. In the event of

a sale, termination or extinguishment of a fareign currency derivative, the resulting gain or loss would be recognized
immediately in earnings. The Company’s policy requires approval te terminate a derivative instrument prior to its

original maturity.

Commodity price risk

Fidelity utilizes natural gas and oil price swap and collar agreements to manage a portion of the market risk associated with
fluctuations in the price of natural gas and il on its forecasted sales of natural gas and oil productien. Each of the natural gas
and oil price swap and collar agreements was designated as a hedge of the forecasted sale of natural gas and oil production.

The fair value of the hedging instruments must be estimated as af the end of each reporting period and is recorded on the
Consolidated Balance Sheets as an asset or liability. Changes in the fair value attributable to the effective portion of hedging
instruments, net of tax, are recorded in stockholders’ equity as a compenent of accumulated other comprehensive income
{loss). At the date the natural gas or oil production guantities are settled, the amounts accumulated in other camprehensive
income [loss) are reported in the Consolidated Statements of income. To the extent that the hedges are not effective, the
ineftective portion of the changes in fair market value is recorded directly in earnings. The proceeds the Company receives
for its natural gas and oil production also are generally based an market prices.
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The following table summarizes hedge agreements entered into by Fidelity as of December 31, 2006. These agreements call

for Fidelity to receive fixed prices and pay variable prices.

{Forward notional amount and fair value in thousands/

Weighted Forward
Average Nuotienal
Fixed Price Amgunt
[Per MMBtu] {In MMBtu's] Fair Value
Natural gas swap agreements maturing in 2007 $7.69 9125 $14,845
Weighted
Average Farward
Floor/Ceiling National
Price Amount
(Per MMBtu) [th MMBtu's) Fair Value
Natural gas collar agreements maturing in 2007 $7.87/$10.74 10,123 $17,25¢

The following table summarizes hedge agreements entered into by Fidelity as of December 31, 2005. These agreements call

for Fidelity to receive fixed prices and pay variable prices,

{Forward notional amount and fair value in thousangsf

Weighted Forward
Average Notional
Fixed Price Amount
(Per MMB1u) lIn MMB1u's) Fair Value
Matural gas swap agreements maturing in 2006 $7.04 7.185 $018,303)
Weighted
Average Forward
Floor/Ceiling Notional
Price Amount
[Per MMBtu) (In MMBtu’s) Fair Value
Natural gas collar agreements maturing in 2006 $7.50/$9.20 16,380 $121.874)
Weighted
Average Forward
Floor/Ceiling Notional
Price Amount
[Per barret) lin barrels) Fair Vaiue
Oil cotlar agreements maturing in 2006 $50.56/$560.84 329 $ [1,834)
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Interest rate risk

The Company uses fixed and variable rate iong-term debt to partially finance capital expenditures and mandatory debt

retirements. These debt agreements expose the Company to market risk related to changes in interest rates. The Company
manages this risk by taking advantage of market conditions when timing the placement of long-term or permanent financing.

The Company also has historically used interest rate swap agreements to manage a portion of the Company’s interest rate risk
and may take advantage of such agreements in the future to minimize such risk. At December 31, 2006 and 2005, the Company

had ne outstanding interest rate hedges.

The foltowing table shows the amount of debt, including current portion, and related weighted average interest rates, both by

expected maturity dates, as of December 31, 2006.

Fair
2007 2008 2009 2010 201 Thereafter Value
{Dollars in miltions!
Long-term debt:

Fixed rate $84.0 $161.8 $73.3 $7.3 $66.9 $738.4 $1,126.0
Weighted average interest rate 8.1% 4.5% 1% 6.8% 7.1% 9.7% -
Variable rate - - - $97.1 $25.8 - $121.4
Weighted average interest rate - - - 5.4% 5.4% - -

Foreign currency risk

MDU Brasil's equity methed investrents in the Brazilian Transmission Lines are exposed to market risks from changes in
foreign currency exchange rates between the U.S. dollar and the Brazilian Real. For further information, see Item 8 - Note 4.

At December 31, 2006 and 2005, the Company had no outstanding foreign currency hedges.

76 MDU RESOURCES GROUP, INC. FORM 10-K




Item 8. Financial Statements and Supplementary Data

Management’s Report on Internal Control Over Financial Reporting

The management of MDU Resources Group, Inc. is responsible for establishing and maintaining adequate internal control
over financial reporting as defined in Rules 13a-15(f] under the Securities Exchange Act of 1934. The Company's internal
control system is designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation
of financial statements for external purposes in accordance with generally accepted accounting principles.

All internal control systems, no matter how well designed, have inherent limitations. Therefore, even those systems determined
to be effective can provide only reasonable assurance with respect to financial statement preparation and presentation.
Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness te future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

Management assessed the effectiveness of the Cormnpany’s internal control over financial reparting as of December 31, 2006.
In making this assessment, management used the criterta set forth by the Committee of Sponsoring Organizations of the
Treadway Commission [COSO] in Internal Control-Integrated Framework.

Based on our evaluation under the framework in Internal Controi-integrated Framework, management concluded that the
Company’s internal control over financial reporting was effective as of December 31, 2006.

Management’s assessment of the Company's internal control over financial reporting as of December 31, 2006, has been
audited by Deloitte & Touche LLP, an independent registered public accounting firm, as stated in their report.

Terry D. Hildestad Vernon A. Raile

President and Chief Executive Officer Executive Vice President, Treasurer
and Chief Financial Officer
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders of MDU Resources Group, Inc.:

We have audited the accompanying consolidated batance sheets of MDU Resources Group, Inc. and subsidiaries [the
“Company”) as of December 31, 2006 and 2005, and the related consolidated statements of income, common stockholders’
equity, and cash flows for each of the three years in the period ended December 31, 2006. Our audits also included the
financial statement schedule for each of the three years in the pericd ended December 31, 2004, listed in the Index at

Item 15. These consolidated financial statements and the financial statement schedute are the respensibility of the Company’s
management. Qur responsibility is to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board [United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the consolidated
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the consolidated financial statements. An audit alse includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall consolidated financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion,

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of the
Company as of December 31, 2006 and 2005, and the results of its operations and its cash flows for each of the three years in
the periad ended December 31, 2004, in conformity with accounting principles generally accepted in the United States of
America. Also, in our opinian, the financial statement schedule for each of the three years in the period ended December 31,
2006, when considered in relation to the consoclidated financial statements taken as a whole, presents fairly, in all material
respects, the information set forth therein.

As discussed in Notes 1 and 17 to the consolidated financial statements, the Company adopted SFAS Na. 158 Employers’
Accounting for Defined Benefit Pension and Other Postretirement Plans effective as of December 31, 2006.

We have also audited, in accordance with the standards of the Public Company Accounting Qversight Board (United States),
the effectiveness of the Company's internal control over financial reporting as of December 31, 2006, based on the criteria
established in internal Control-integrated Framework issued by the Committee of Sponsaring Organizations of the Treadway
Commission and our report dated February 14, 2007, expressed an unqualified opinion on management’s assessment

of the effectiveness of the Company's internal control over financial reporting and an unqualified opinion on the effectiveness
of the Company’s internal control over financial reporting.

/s Deloitte & Touche LLP

DELOITTE & TOUCHE LLP
Minneapolis, Minnesota
February 14, 2007
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders of MDU Resources Group, Inc.:

We have audited management’s assessment, included in the accompanying Management’s Report on Internal Control over
Financial Reporting, that MDU Resources Group, Inc. and subsidiaries (the "Company”] maintained effective internal control
over financial reporting as of December 31, 2006, based on criteria established in Internat Control-Integrated Framework issued
by the Committee of Sponsoring Qrganizations of the Treadway Commissien. The Company's management is responsible for
maintaining effective internal control over financial reporting and for its assessment of the effectiveness of internal control
over financial reporting. Our responsibility is to express an gpinion on management’s assessment and an opinien on the
effectiveness of the Company's internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective internal
control over financial reporting was maintained in all material respects. Qur audit included obtaining an understanding

of internal control over financial reporting, evaluating management's assessment, testing and evaluating the design

and operating effectiveness of internal control, and performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinions.

A company's internal control over financial reporting is a process designed by, or under the supervision of, the company’s
principal executive and principal financial officers, or persons performing similar functions, and effected by the company’s
board of directors, management and other personnel to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles. A company’s internal controt over financial reporting inctudes those policies and procedures that [1] pertain to the
maintenance of records that, in reasonabte detail, accurately and fairly reflect the transactions and dispositions of the assets
of the company; (2] provide reascnable assurance that transactions are recorded as necessary to permit preparation of
financial statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the
company are being made only in accordance with authorizations of management and directors of the company; and (3] provide
reasonable assurance regarding prevention or timely detection of unautherized acquisition, use, or disposition of the
company's assets that could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of collusion or
improper management override of controls, material misstatements due to error or fraud may not be prevented or detected
on a timely basis. Also, projections of any evaluation of the effectiveness of the internal control over financial reperting to
future periods are subject to the risk that the controls may become inadequate because of changes in conditions, or that the
degree of comptiance with the policies or procedures may deteriorate.

In our opinion, management's assessment that the Company maintained effective internal control over financial reporting as
of December 31, 2004, is fairly stated, in all material respects, based on the criteria established in Interna! Controi-Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. Also in our opinian, the
Company maintained, in all material respects, effective internal control over financial reporting as of Becember 31, 2004,
based on the criteria established in internaf Control-fntegrated Framewark issued by the Committee of Sponsoring Organizations
of the Treadway Cammission,

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board {United States), the
consolidated financial statements and financial statement schedule of the Company as of and for the year ended December 31,
2006, and our report dated February 14, 2007, expressed an unqualified opinion on those financial statements and financial
staternent schedule and included an explanatory paragraph regarding the Company’s adoption of SFAS No. 158 Employers’
Accounting for Defined Benefit Pension and Qther Postrefirement Plans effective as of December 31, 2006.

/s/ Deloitte & Touche LLP

DELOITTE & TOUCHE LLP
Minneapolis, Minnesota
February 14, 2007
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Consolidated Statements of Income

Years ended December 31, 2006 2005 2004

{in thousands, except per share amounts/

Operating revenues:

Electric, natural gas distribution and pipeline and energy services $ 889,286 $ 950,324 $ 773,7M
Constructian services, natural gas and oil production, construction
materials and mining, independent power production and other 3,181,398 2,502,107 1,942,421
4,070,684 3,452,431 2,716,192
Operating expenses:
Fuel and purchased power 7,776 53,591 64,618
Purchased natural gas sold 268,981 329,190 249924
Operation and maintenance:
Electric, natural gas distribution and pipeline and energy services 183,992 155,323 154,826
Construction services, natural gas and oil production, construction
materials and mining, independent power production and other 2,611,530 2,106,855 1.614,053
Depreciation, depletion and amortization 271,583 228,386 208,514
Taxes, other than income 130,586 119,929 96,583
Asset impairments [Note 1) - - 2,075
3,538,448 3,003,274 2,390,594
Operating income 532,236 449,157 325,598
Earnings from equity method investments 10,838 20,192 25,053
Other income 12,186 7,403 12,711
Interest expense 72,095 54,384 57,137
Income before income taxes 483,165 422,368 306,225
Income taxes 165,248 146,510 94,296
Income from continuing operations 3N7.NM7 275,858 211,929
Loss from discontinued operations, net of tax [Note 2) (2,160] [775) [4,842)
Net income 315,757 275,083 207,067
Dividends on preferred stocks 485 685 685
Earnings on common stock $ 315,072 $ 274398 $ 204,382
Earnings per common share ~ basic:
Earnings before discontinued operations $ 1.76 % 1.54 $ 1.21
Discontinued operations, net of tax .01} - [.03i
Earnings per common share - basic $ 1.75 $ 1.54 $ 1.18
Earnings per commeon share - diluted:
Earnings before discontinued operations $ 1.75 $ 1.53 $ 1.20
Discontinued operations, net of tax .01) - [.03)
Earnings per common share - diluted $ 1.74 $ 1.83 $ 1.7
Dividends per common share $ 5234 $ 4934 $ LYY
Weighted average common shares outstanding - basic 180,234 178,365 174,723
Weighted average common shares outstanding - diluted 181,392 179,490 176,117

The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Balance Sheets

December 31,

2006

2005

Assets
Current assets:

{in thousands, except shares and per share amounts/

Cash and cash equivalents $ 74,921 $ 107,435
Receivables, net 624,682 601,062
Inventories 204,440 171,213
Deferred income taxes - 9.062
Prepayments and cther current assets 81,284 39,066
Current assets held for sate [Note 3] 8,408 5,358
993,735 933,196
Investments 155,111 98.217
Property, plant and equipment (Note 1) 4,729,163 4,203,520
Less accumulated depreciation, depletion and amortization 1,735,812 1,924,211
2,993,351 2,679,309
" Deferred charges and other assets:
Goodwill (Note 5) 228,334 219,429
Other intangihle assets, net (Note 5) 23,492 11,851
Other 103,840 89,579
Noncurrent assets held for sale [Note 3] 405,611 ©391,981
761,277 712,840
$4,903,474 $4,423,562
Liabilities and Stockholders’ Equity
Current liabilities:
Long term debt due within one year $ 84,034 $ 101,758
Accounts payable 300,050 259,057
Taxes payable 54,290 49,262
Deferred income taxes 5,969 -
Dividends payable 24,606 22,951
Other accrued Liabilities 184,013 184,385
Current liabilities held for sale [Note 3) 1,000 11,515
653,962 628,928
Long-term debt {Note 9] 1,170,548 1,104,752
Deferred credits and other liabitities:
Deferred income taxes 546,602 499,375
Other liabilities 334,916 270,180
Noncurrent liabilities held for sale [Nate 3) 30,533 28,705
914,051 798,260
Commitments and contingencies [Notes 17, 1% and 20)
Stockholders’ equity:
Preferred stocks [Note 11) 15,000 15,000
Commen stockholders’ equity:
Common stock [Note 12]
Authorized - 250,000,000 shares, $1.00 par value
Issued - 181,557,543 shares in 2006 and 120,262,786 shares in 2005 181,558 120,263
Other paid-in capital 874,253 909,006
Retained earnings 1,104,210 884,795
Accumulated other comprehensive toss (6,482) (33.814)
Treasury stock at cost - 538,921 shares in 2006 and 359,281 in 2005 (3.626) (3,626)
Total common stockholders' equity 2,149,913 1,876,622
Total steckholders’ equity 2,164,913 1,891,622
$4,903,474 $4,423 562

The accompanying notes are an integral part of these consolidated financial statements.
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Consotidated Statements of Common Stockholders™ Equity

Years endecd December 31, 2006, 2005 and 2004

Accumulated
Other
Other Compre-
Common Stock Paid-in  Retained hensive Treasury Stock
Shares Amount Capital  Earnings Loss Shares  Amount Total
{In thousands, except shares/
Balance at December 31, 2003 113,716,632 $113, 117 $757,787 $ 575,287 $(7,529)  1359,281] $(3.626) $1,435,636
Comprehensive income: :
Net income - - - 207,067 - - - 207,047
Other comprehensive
incomne {loss), net of tax ~
Net unrealized loss on
derivative instruments
qualifying as hedges - - - - (1,032] - - [1,032]
Minimum pension liability
adjustment - - - - (3,782] - - {3,782)
Fareign currency
translation adjustment - - - - 852 - - 862
Total comprehensive income - - - - - - - 203,105
Dividends on preferred stocks - - - 1685] - - - (685}
Dividends on common stock - - - 182,574} - - - (82,574]
Tax benefit on stock-based compensaticn - - 6,222 - - - - 6,222
Issuance of commeon stock 4,849,433 4,869 99,440 - - - - 104,309
Balance at December 31, 2004 118,584,065 118,586 843,449 499,095 (11,491} (359,281) [3.628] 1,666,013
Comprehensive income:
Net income - - - 275,083 - - - 275,083
Other comprehensive
income [lossl, net of tax -
Net unrealized toss on
derivative instruments
qualifying as hedges - - - - 121,800 - - (21,800)
Minimum pension liability
adjustment - - - - 574 ~ - 574
Foreign currency
translation adjustment - - - - [1,099) - - 11,0991
Total comprehensive income - - - - - - - 252,758
Dividends on preferred stocks - - - [685] - - - [685I
Dividends on cammon stock - - - (88,698) - - - (88,698]
Tax benefit on stock-based compensation - - 5,487 - - - - 5.487
Issuance of common stock 1,676,721 1,677 40,070 - - - - 41,747
Balance at December 31, 2005 120,262,784 120,263 909,006 884,795 133,816] (359,281 [3.624] 1,876,622
Comprehensive income:
Net income - - - 315,757 - - - 315,757
Other comprehensive
income [loss], net of tax -
Net unrealized gain on
derivative instruments
qualifying as hedges - - - - 45,610 - - 45,610
Minimum pension liability
adjustment - - - - 1,761 - - 1,741
Foreign currency
translation adjustment - - - - (1,585} - - {1,585)
Total comprehensive income - -~ - - - - - 361,543
SFAS No. 158 transition adjustment - - - - (18,452} - - (18.452]
Dividends on preferred stocks - - - 1685 - - - [685)
Dividends on common stock - - - (95.657] - - - [95,657]
Tax benefit on stock-based compensation - - 2,524 - - - - 2,524
Issuance of common stock {pre-split} 120,702 121 3,242 - - - - 3,363
Three-for-twe common
stock split (Note 12) 60,191,744 60,192 150,192 - - 179,640) - -
Issuance of common stock [post-split] 982,311 982 19,673 - - - - 20,655
Balance at December 31, 2004 181,557,543 $181,558 $874,253 $1,104,210 $06,482) (538,921) $03,626) $2,149,913

The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Statements of Cash Flows

Years ended Decermnber 33, 2006 2005 2004
{in thousands/]
Operating activities:
Net income $ 315,757 $ 275,083 $ 207,067
Loss from discontinued operaticns, net of tax 2,160 775 4,862
Incame from continuing operations 317,917 275,858 211,929
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation, depletion and amortization 271,583 228,386 208,514
Earnings, net of distributions, from equity method investments 14,093] (14,385) (22,261
Deferred income taxes 40,051 30,300 33,200
Asset impairments - - 2,076
Changes in current assets and liabilities, net of acquisitions:
Receivables (10,750) (114,922) (62,427
Inventories 129,736) (20,217} [23,668)
Qther current assets (10,183) 418 9,663
Accounts payable 29,119 51,225 30,848
Other current liabilities 33,734 25,968 44,278
Other noncurrent changes 22,139 21,491 4,01
Net cash provided by continuing operations 660,581 484,122 436,163
Net cash used in discontinued operations (1,108] (883) (3,092)
Net cash provided by operating activities 659,475 483,23% 433,071
Investing activities:
Capital expenditures (508,975) (510.825) [337,627)
Acquisitions, net of cash acquired (126,313] (213,557 (37,138
Net proceeds from sale or disposition of property 30,575 40,554 20,518
Investments (59,202 1,833 (54,265]
Proceeds from sale of equity method investment - 38,166 -
Proceeds from notes receivable - - 22,000
Net cash used in continuing operations (663,915] (643,829) (386,512]
Net cash provided by (used in] discontinued operations 3,689 (81) (61]
Net cash used in investing activities 1660,226) (643,910] [386,573)
Financing activities:
Issuance of long-term debt 356,352 353,937 15,449
Repayment of lang-term debt (315,484) (106,822) (38,021
Proceeds from issuance of cammon stock 19,963 9.165 70,129
Dividends paid 193,450] (87,551) (81,0191
Tax benefit on stock-based compensation 2,524 - -
Net cash provided by [used in] continuing operations {30,097} 168,729 (33.462)
Net cash provided by discontinued operations - - -
Net cash provided by lused in] financing activities (30,097) 168,729 (33.462)
Effect of exchange rate changes on cash and cash equivalents 11,666) - -
Increase [decrease) in cash and cash equivalents [32,514) 8,058 13,036
Cash and cash equivalents - beginning of year 107,435 99,377 86,341
Cash and cash equivalents - end of year $ 74,921 $ 107,435 $ 99.377

The accompanying notes are an integral part of these consolidated financial statements.
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Notes to Consolidated Financial Statements

Note 1 - Summary of Signiticant Accounting Policies

Basis of presentation

The consolidated financial statements of the Campany include the accounts of the following businesses: electric, naturat gas
distribution, construction services, pipeline and energy services, natural gas and oil production, construction materials and
mining, independent power production, and other. The electric, naturat gas distribution, and pipeline and energy services
businesses are substantially all requlated. Construction services, natural gas and oil production, construction materials and
mining, independent power production, and other are nonregulated. For further descriptions of the Campany’s businesses,
see Note 15. The statements also include the ownership interests in the assets, liabilities and expenses of two jointly owned
electric generating facilities.

The Company uses the equity method of accounting for certain investments. For more information an the Company's equity
methed investments, see Note 4.

The Company’s regulated businesses are subject to various state and federal agency regulations. The accounting policies
followed by these businesses are generally subject to the Uniform System of Accounts of the FERC. These accounting policies
differ in some respects from those used by the Company’s nonregulated businesses.

The Company’s regulated businesses account for certain income and expense items under the provisions of SFAS Na. 71.
SFAS No. 71 requires these husinesses to defer as regulatory assets or liabilities certain items that would have ctherwise
been reflected as expense or income, respectively, based on the expected regulatory treatment in future rates. The expected
recovery or flowback of these deferred items generally is based on specific ratemaking decisions or precedent for each item.
Regulatory assets and liabilities are being amortized consistently with the regulatory treatment established by the FERC and
the applicable state public service commissions. See Note 6 for more information regarding the nature and amounts of these
regulatory deferrals.

Cash and cash equivalents
The Company considers atl highly liquid investments purchased with an original maturity of three months or less to be
cash equivalents.

Allowance for doubtful accounts
The Company's allowance for doubtful accounts as of December 31, 2004 and 2005, was $7.7 million and $8.0 million,
respectively.

Natural gas in underground storage

Natural gas in underground storage for the Company’s regulated cperations is carried at cost using the last-in, first-out
method. The portion of the cost of natural gas in underground storage expected to be used within one year was included

in inventories and was $32.6 million and $24.7 miltion at December 31, 2006 and 2005, respectively. The remainder of natural
gas in underground storage was included in other assets and was $44.2 million and $43.2 millien at December 31, 2006

and 2005, respectively.

Inventories

Inventories, other than natural gas in underground storage for the Campany’s regulated operations, consisted primarily of
aggregates held for resale of $88.1 million and $78.1 million, materials and supplies of $54.1 million and $47.7 million, and
other inventories of $29.6 million and $20.7 million, as of December 31, 2006 and 2005, respectively. These inventories
were stated at the lower of average cost or market value.

Property, plant and equipment

Additions to property, plant and equipment are recorded at cost. When regulated assets are retired, or otherwise disposed

of in the ordinary course of business, the original cost of the asset is charged to accumulated depreciation. With respect to
the retirement or disposal of all other assets, except for natural gas and oil production properties as described in natural gas
and oil properties in this note, the resulting gains or losses are recognized as a compenent of income. The Company is
permitted to capitalize AFUDC on regulated construction projects and to include such amounts in rate base when the related
facilities are placed in service. In addition, the Company capitalizes interest, when applicable, on certain construction projects
associated with its other operations. The amount of AFUDC and interest capitalized was $8.3 million, $11.5 million and

$6.2 million in 2006, 2005 and 2004, respectively. Generatly, property, plant and equipment are depreciated on a straight

line basis over the average useful lives of the assets, except for depletable reserves, which are depleted based on the
units-of-production method based on recoverable aggregate reserves, and natural gas and oil production properties, which
are amortized on the units-of-production methad based on total reserves.
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Property, plant and equipment at December 31 was as follows:

Estimated

Depreciable

Life

2006 2005 in Years

{Doltars in thousands, as applicable)

Regulated:
Electric:
Electric generation, distribution and transmission plant $ 703,838 $ 670,77 4-50
Natural gas distribution:
Natural gas distribution plant 289,106 277,288 4-45
Pipeline and energy services:
Natural gas transmission, gathering and storage facilities 384,354 374,646 8-104
Nonregulated:
Construction services:
Land 3,974 2533 -
Buildings and improvements 11,288 12,063 3-40
Machinery, vehicles and equipment 70,687 67,439 2-10
Other 8,805 8,075 3-10
Pipeline and energy services:
Natural gas gathering and other facilities 178,055 146,662 3-20
Energy services 187 187 3-7
Natural gas and oil preduction:
Natural gas and oil properties 1,606,508 1,280,960 *
Other 29,737 22,487 3-15
Construction materials and mining:
Land $5,294 91,613 -
Buildings and improvements 96,533 87,550 1-30
Machinery, vehicles and eguipment 817,209 738,568 -30
Constructicn in progress 23,968 15,687 -
Aggregate reserves 377,453 377,008 *x
Independent power production:
Other 2,057 2,077 3-10
Gther:
Land 3,079 2919 -
Other 26,831 24,987 3-40
Less accumulated depreciation, depletion and amartization 1,735,812 1,524,211
Net praperty, plant and equipment $2,993,351 $2,679,309

* Amortized on the units-of-production method based on total proved reserves at an Mc/ equivalent average rate of $1.38, §1.19 and $.98 for the years
ended December 31, 2004, 2005 and 2004, respectively. Inctudes patural gas and oil praduction preperties accounted for under the full-cost method,
of which $184.0 mitlion and $82.3 miltion were excluded from amartization at December 31, 2006 and 2605, respectively.

** Depleted on the units-of-production method based on recoverable aggregate reserves,

Impairment of long-lived assets

The Company reviews the carrying values of its long-lived assets, excluding goodwill and natural gas and oil properties,

whenever events or changes in circumstances indicate that such carrying values may not be recoverable. The determination
of whether an impairment has occurred is based on an estimate of undiscounted future cash flows attributable to the assets,

compared to the carrying value of the assets. If impairment has occurred, the amount of the impairment recognized is

determined by estimating the fair value of the assets and recording a loss if the carrying value is greater than the fair value.
In 2004, the Company recognized a $2.1 million {$1.3 million after tax] adjustment reflecting the reduction in value of certain
gathering facilities in the Gulf Coast region at the pipeline and energy services segment. No significant impairment losses
were recorded in 2006 and 2005. Unforeseen events and changes in circumstances could require the recognition of other

impairment losses at some future date.

Goodwill

Goodwill represents the excess of the purchase price over the fair value of identifiable net tangible and intangible assets
acquired in a business combination. Goodwill is required to be tested for impairment annually or more frequently if events
or changes in circumstances indicate that goedwill may be impaired. For more information on goodwill impairments and

goodwill, see Notes 2 and 5.
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Natural gas and oil properties

The Company uses the full-cost method of accounting for its natural gas and oil production activities. Under this method, all
costs incurred in the acquisition, exploration and development of natural gas and oil properties are capitalized and amortized
on the units-of-preduction method based on total proved reserves. Any canveyances of properties, including gains or losses
on abandonments of properties, are treated as adjustments to the cost of the properties with no gain or loss recognized.
Capitalized costs are subject to a “ceiling test” that limits such costs to the aggregate of the present value of future net
revenues of proved reserves based on single paint-in-time spot market prices, as mandated under the rules of the SEC, plus
the cost of unproved properties. Future net revenue is estimated based on end-of-quarter spot market prices adjusted for
contracted price changes. If capitalized costs exceed the full-cost ceiling at the end of any quarter, a permanent noncash
write-down is required to be charged to earnings in that quarter unless subsequent price changes eliminate or reduce an
indicated write-down,

At December 31, 2006 and 2005, the Company’s full-cost ceiling exceeded the Company’s capitalized cost. However, sustained
downward mavements in natural gas and oil prices subsequent to December 31, 2004, could result in a future write-down of
the Company's natural gas and oil properties.

The following table summarizes the Company’s natural gas and oil properties not subject to amortization at December 31, 2006,
in total and by the year in which such costs were incurred:

Year Costs Incurred

2003
Tatal 2004 2005 2004 and prior
{In thousands)

Acquisition $ 60,770 $23,547 $12,720 $2.515 $21,988
Development 85,631 54,973 13,770 5,279 1,609
Exploration 9,328 6,399 2929 - -
Capitalized interest B,246 5,026 1,558 413 1,249
Total costs not subject to amaortization $163,975 $99,945 $30,977 $8,207 $24,846

Costs not subject to amortization as of December 31, 2004, consisted primarily of unevaluated leaseholds, drilling costs,
seismic costs and capitalized interest associated primarily with CBNG in the Powder River Basin of Montana and Wyoming:; oil
and gas development in the Big Horn Basin of Wyoming; an exploration project in southern Texas; the Bakken Play in western
North Dakota; the Red River B prospect in western South Dakota; and an enhanced recovery development project in the Cedar
Creek Anticline in southeastern Montana. The Company expects that the majority of these costs will be evaluated within the
next five years and included in the amortization base as the properties are evaluated and/or developed.

Revenue recognition

Revenue is recognized when the earnings process is complete, as evidenced by an agreement hetween the customer and

the Company, when delivery has occurred or services have been rendered, when the fee is fixed or determinable and when
collection is reasonably assured. The Company recognizes utility revenue each maonth based on the services provided to all
utility customers during the menth. The Company recognizes construction contract revenue at its construction businesses
using the percentage-of-completion methed as discussed tater. The Company recognizes revenue from natural gas and oil
production properties only on that portion of production sold and allocable to the Company's ownership interest in the related
well. Revenues at the independent power production operations are recognized based on electricity delivered and capacity
provided, pursuant to contractual commitments and, where applicable, revenues are recognized under EITF No. 91-6 ratably
over the terms of the related contract. Arrangements with multiple revenue-generating activities are recognized under

EITF No. 00-21 with the multiple deliverables divided into separate units of accounting based on specific criteria and revenues
of the arrangements allocated to the separate units based on their relative fair values. The Company recognizes all other
revenues when services are rendered or goods are delivered.

Percentage-of-completion method

The Company recognizes canstruction contract revenue from fixed-price and modified fixed-price construction cantracts at

its construction businesses using the percentage-of-completion methad, measured by the percentage of casts incurred to date
to estimated total costs for each contract. If a loss is anticipated on a contract, the loss is immediately recognized. Costs in
excess of billings on uncompleted contracts of $41.3 millien and $52.3 million at December 31, 2004 and 2005, respectively,
represent revenues recognized in excess of amounts billed and were included in receivables, net. Billings in excess of costs

on uncempleted contracts of $93.0 million and $50.7 million at December 31, 2006 and 2005, respectively, represent billings

in excess of revenues recognized and were included in accounts payable. Also included in receivables, net, were amounts
representing balances billed but not paid by customers under retainage provisions in contracts that amounted to $81.8 million
and $59.5 million at December 31, 2006 and 2005, respectively, which are expected to be paid within one year or less.
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Derivative instruments

The Company's policy allows the use of derivative instruments as part of an overall energy price, foreign currency and interest
rate risk management program te efficiently manage and minimize commodity price, foreign currency and interest rate risk.
The Company's policy prohibits the use of derivative instruments for speculating to take advantage of market trends and
conditions, and the Company has procedures in place to monitor compliance with its policies. The Company is exposed to
credit-related losses in relation to derivative instruments in the event of nonperformance by counterparties. The Company's
policy requires that natural gas and oil price derivative instruments and interest rate derivative instruments not exceed a
period of 24 months and foreign currency derivative instruments not exceed a 12-month period. The Company’s policy requires
settlement of natural gas and oil price derivative instruments monthly and all interest rate derivative transactions must be
settled over a period that will not exceed 90 days, and any foreign currency derivative transaction settlement periods may not
exceed a 12-month period. The Company has policies and procedures that management believes minimize credit-risk
exposure. These policies and procedures include an evaluation of potential counterparties’ credit ratings and credit exposure
limitations. Accordingly, the Company does not anticipate any material effect on its financial pasition or results of operations
as a result of nonperfarmance by counterparties. For more information on derivative instruments, see Note 7.

Asset retirement obligations

The Company records the fair value of a liability for an asset retirement obligation in the period in which it is incurred. When
the liability is initially recorded, the Company capitalizes a cost by increasing the carrying amount of the related long-lived
asset. Over time, the liability is accreted to its present value each period, and the capitalized cost is depreciated over the useful
life of the related asset. Upon settlement of the liability, the Company either settles the obligation for the recorded amount or
incurs a gain or loss at its nonregulated operations or incurs a regulatory asset or liability at its requlated operations. For
maore information on asset retirement obligations, see Note 10.

Natural gas costs recoverable or refundable through rate adjustments

Under the terms of certain orders of the applicable state public service commissions, the Company is deferring natural gas
commuadity, transportation and storage costs that are greater or less than amounts presently being recovered through its
existing rate schedules. Such erders generally provide that these amounts are recoverable or refundable through rate
adjustments within a period ranging from 24 to 28 months from the time such costs are paid. Natural gas costs refundable
through rate adjustments were $7.5 million at December 31, 2006, which is included in other accrued liabilities. Natural gas
costs recoverable through rate adjustments were $691,000 at December 31, 2005, which is included in prepayments and
other current assets.

Insurance

Certain subsidiaries of the Company are insured for workers’ compensation losses, subject to deductibles ranging up to
%750.000 per occurrence. Automobite liability and general liability losses are insured, subject to deductibles ranging up to
$500,000 per accident or occurrence. These subsidiaries have excess caverage above the primary automobile and general
liability policies on a claims first-made basis beyond the deductible levels. The subsidiaries of the Company are retaining
losses up to the deductible amounts accrued on the basis of estimates of liability for claims incurred and for claims incurred
but not reported.

Income taxes

The Company provides deferred federal and state income taxes on all temporary differences between the book and tax basis
of the Company's assets and liabilities. Excess deferred income tax balances associated with the Company’s rate-regulated
activities resulting from the Company’'s adoption of SFAS No. 109 have been recorded as a regulatory liability and are included
in other liabilities. These regulatory liabilities are expected to be reflected as a reduction in future rates charged to customers
in accordance with applicable regulatory procedures.

The Company uses the deferral method of accounting for investment tax credits and amortizes the credits on electric and
natural gas distribution plant over various periods that conform to the ratemaking treatment prescribed by the applicable
state public service commissions.

Foreign currency translation adjustment

The functienal currency of the Company’s investment in the Brazilian Transmission Lines and its former investment in the
Termoceara Generating Facility, as further discussed in Note 4, is the Brazitian Real. Translation from the Brazilian Real to the
U.S. dollar for assets and liabilities is performed using the exchange rate in effect at the balance sheet date. Revenues and
expenses are translated on a year-to-date basis using weighted average daily exchange rates. Adjustments resulting from such
translations are reported as a separate component of other comprehensive income (loss] in commoen stockholders’ equity,

Transaction gains and losses resulting from the effect of exchange rate changes an transactions denominated in a currency
other than the functional currency of the reperting entity would be recarded in income.

Common stock split
On May 11, 2006, the Company's Board of Directors approved a three-for-two comman stock split. For more information on the
common stock split, see Note 12.
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Earnings per common share

Basic earnings per commaon share were computed by dividing earnings on comman stock by the weighted average number of -
shares of common stock outstanding during the year. Diluted earnings per common share were computed by dividing earnings
on commaon stock by the total of the weighted average number of shares of common stock outstanding during the year, plus
the effect of outstanding stock options, restricted stock grants and performance share awards. For the year ended December
31, 2004, 54,000 shares, with an average exercise price of $17.13, attributable to the exercise of outstanding options were
excluded from the calculation of diluted earnings per share because their effect was antidilutive. In 2006 and 2005, there were
no shares excluded from the calculation of diluted earnings per share. Common stock outstanding includes issued shares less
shares held in treasury.

Stock-based compensation

On January 1, 2006, the Company adopted SFAS No. 123 (revised). This accounting standard revises SFAS No. 123 and requires
entities to recognize compensaticn expense in an amount equal to the grant-date fair value of share-based payments granted
to employees. SFAS No. 123 [revised] was adopted using the modified prospective method, recognizing compensation expense
for all awards granted after the date of adoption of the standard and for the unvested portion of previously granted awards that
remain outstanding at the date of adoption. In accordance with the modified prospective methad, the Company's consolidated
financial statements for prior periods have not been restated to reflect, and do not include, the impact of SFAS No. 123
Irevised).

On January 1, 2003, the Company adopted the fair value recegnition provisions of SFAS No. 123 and began expensing the fair
market value of stack options for all awards granted on or after January 1, 2003. As permitted by SFAS No. 148, the Company
accounted for stock options granted prior to January 1, 2003, under APB Opinion No. 25 and no compensation expense was
recognized as the options granted had an exercise price equal to the market value of the underlying common stock on the date
of the grant. The following table illustrates the effect on earnings and earnings per common share for the years ended
December 31, 2005 and 2004, as if the Campany had applied SFAS No. 123 and recognized compensation expense for all
outstanding and unvested stock options based on the fair value at the date of grant:

2005 2004
{in thousands, excep! per share amounts)
Earnings on cemmaon stock, as reported $274,398 $204,382
Stock-based compensation expense included in reported earnings,
net of related tax effects of $1,000 in 2005 and $12,000 in 2004 2 18
Total stock-based compensation expense determined under
fair value methed for all awards, net of related tax effects [471) 162)
Pro forma earnings on common stock $273,929 $206,338
Earnings per common share - basic - as reported $1.54 $1.18
Earnings per comman share - basic - pro forma $1.54 $1.18
Earnings per common share ~ diluted - as reported $1.53 $1.97
Earnings per common share - diluted - pra forma $1.53 $1.17

Far more information on the Company’s stock-based compensation, see Note 13.

Use of estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of
America requires the Cornpany to make estimates and assumptions that affect the reported amounts of assets and liabilities,
and disclosure of contingent assets and liabilities at the date of the financial statements, as well as the reported amounts of
revenues and expenses during the reporting period. Estimates are used for items such as impairment testing of long-lived
assets, goodwill and natural gas and oil properties; fair values of acquired assets and liabilities under the purchase method of
accaunting; natural gas and oil reserves; property depreciable lives; tax provisions; uncollectible accounts; environmental and
other loss contingencies; accumulated provision for revenues subject to refund; costs on construction contracts; unbilled
revenues; actuarially determined benefit costs; asset retirement obligations; the valuation of stock-based compensation; and
the fair value of derivative instruments. As additional information becomes available, or actual amounts are determinable, the
recorded estimates are revised. Consequently, operating results can be affected by revisions to prior accounting estimates.

Cash flow information
Cash expenditures for interest and income taxes were as follows:

Years ended December 37, 2004 2005 2004
{in thousands}

Interest, net of amount capitalized $ 45,850 $ 47,902 $50,236

Income taxes $105,317 $106,771 $50,487
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New accounting standards

SFAS No. 123 [revised] In December 2004, the FASB issued SFAS No. 123 [revised]. This accounting standard revises

SFAS Ne. 123 and requires entities to recognize compensation expense in an amount equal to the grant-date fair value of
share-hased payments granted to employees. $FAS No. 123 [revised) was effective for the Company on January 1, 2004. As of
the required effective date, the Company applied SFAS No. 123 (revised] using the modified prospective method, recognizing
compensation expense for all awards granted after the date of adoption of SFAS No. 123 [revised) and for the unvested portion
of previously granted awards that remain cutstanding at the date of adoption. For more information on the adoption of

SFAS No. 123 [revised), see Naote 13.

EITF No. 04-6 In March 2005, the FASB ratified EITF No. 04-6. EITF No. 04-6 requires that stripping costs during the production
phase of a mine be treated as a variable inventory production cost when incurred. EITF No. 04-6 was effective for the Company
an January 1, 2004. The adoption of EITF No. B4-6 did not have a material effect on the Company’s financial position or results
of operations.

FIN 48 In July 2006, the FASB issued FIN 48. FIN 48 clarifies the apptication of SFAS No. 109 by defining a criterion that an
individual tax position must meet for any part of the benefit of that position to be recognized in an enterprise’s financial
statements. The criterion allows for recognition in the financial statements of a tax position when it is more likely than not
that the position will be sustained upon examination. FIN 48 was effective for the Company on January 1, 2007. The adoption
of FIN 4B did not have a material effect on the Company’s financial position or results of operations.

SFAS No. 157 In September 2006, the FASB issued SFAS No. 157. SFAS No. 157 defines fair value, establishes a framework for
measuring fair value and expands disclosures about fair value measurements. The standard applies under other accounting
pronouncements that require er permit fair value measurements with certain exceptions. SFAS No. 157 is effective for the
Company on January 1, 2008. The Company is evaluating the effects of the adoption of SFAS No. 157.

SFAS No. 158 In September 2006, the FASB issued SFAS No. 158, SFAS No. 158 requires an employer to recognize the
overfunded or underfunded status of a defined benefit postretirement plan [other than a multiemployer plan) as an asset or
liability in its balance sheet and recognize changes in that funded status in the year in which the changes occur through
comprehensive income. The standard also requires an employer to measure the funded status of the plan as of the date of
its year-end balance sheet. SFAS No. 158 was effective for the Company as of December 31, 2006. For more information

on the implementation of SFAS No. 158, see Note 17.

Comprehensive income

Comprehensive income is the sum of net income as reported and other comprehensive income (loss). The Company's other
comprehensive income (loss) resulted from gains [losses] on derivative instruments qualifying as hedges, minimum pension
liability adjustments and foreign currency translation adjustments. For more infermation on derivative instruments, see Note 7.

The components of other comprehensive incame {tossl, and their related tax effects for the years ended December 31, 2006,
2005 and 2004, were as follows:

2006 2005 2004

{in thousands/]
Other comprehensive inceme [loss):
Net unrealized gain [loss) on derivative instruments qualifying as hedges:
Net unrealized gain (loss] on derivative instruments arising during the period,

net of tax of $12,359, $16,391 and $2,734 in 2004, 2005 and 2004, respectively $ 19,743 $i26,167) %(4,367]
Less: Reclassification adjustment for loss on derivative instruments included in

net income, net of tax of $16,194, $2,734 and $2,132 in 2006, 2005 and 2004, respectively  [25,867) [4,367] [3,335)
Net unrealized gain [loss) on derivative instruments quatifying as hedges 45,610 (21,8001 (1,032

Minimum pension liability adjustment, net of tax of $1,122, $353 and $2,404 in 2006,
2005 and 2004, respectively 1,761 574 [3,782)
Fareign currency translation adjustment [1,585) (1,099] 852
Total other comprehensive income [loss] $ 45,786 $(22,325] $(3,962)

The after-tax components of accumulated other comprehensive loss as of December 31, 2006, 2005 and 2004, were as follows:

Net Unrealized

Gain [Loss) Total

on Derivative Foreign Accumulated

Instrurments Pension Currency Other

Qualitying Liability Translation Comprehensive

as Hedges Adjustrment Adjustment Loss

{in thousands)

Balance at December 31, 2004 $ 14,367] % (8,225) $ 1.1 $(11,491)
Balance at December 31, 2005 $(26,167) % (7,651) $ 2 $(33,814)
Balance at December 31, 2006 $19,443 $(24,342) $01.583) $ {6,482)
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Note 2 - Discontinued Operations

Innavatum, a component of the pipeline and energy services segment, specialized in cable and pipeline magnetization and
location. During the third guarter of 2006, the Company initiated a plan to setl Innovatum within the next year because the
Company has determined that Innovatum is a non-strategic asset. During the fourth quarter of 2005, the stock and a portion. of
the assets of Innovatum were sold and the Company expects to sell the remaining assets of Innovatum within one year of the
initial plan to sell. The loss on disposal on the portion of Innovatum that has been sold was not material. The Company does
not expect to have any involvement in the operations of Innovatum after the sale.

In accordance with SFAS No. 144, the Company’s consalidated linancial statements and accompanying notes for current and
prior periods have been restated to present the results of operations of Innovatum as a discontinued operation. In addition,
the assets and liabilities of Innovatum have been treated as held for sale, and as a result, no depreciation, depletion and
amortization expense is recorded. In accordance with SFAS No. 142, the Company was required tc test Innovatum, a reporting
unit for goodwill impairment testing, for impairment at the time that the Company committed to the plan to sell. The fair
value of Innovatum was estimated using the expected proceeds from the sale, which was estimated to be the current book
value of the assets of Innovatum other than its goodwill. As a result, a goodwitl impairment loss of $4.3 million (before tax]
was recognized in the third quarter of 2006 and recorded as part of discontinued operations, net of tax, in the Consolidated
Statements of Income. The remaining assets of nnovatum are recorded at fair value less estimated selling costs. The carrying
amounts of the major assets and tiabilities of Innovatum are included in Nate 3.

Operating results related to Innovatum for the years ended December 31, 2006, 2005 and 2004, were as follows:

2006 2005 2004

{in thousands)
Operating revenues $ 1,827 $ 2,983 $ 3,065
Loss from discontinued operations before income tax benefit  [5,994) {1,5086) (5,184)
Income tax benefit 3,834 73 322
Loss from discontinued operations $(2,140) $ (775 $14,862)

The income tax benefit for the year ended December 31, 2006, is larger than the customary relationship between the income
tax benefit and the loss before tax due to a capital loss tax benefit [which reflects the effect of the $4.3 million and $4.0 million
goodwill impairments in 2004 and 2004, respectivelyl resulting from the sale of the Innovatum stock.

Note 3 - Assets Held For Sale

During the fourth quarter of 2004, the Company initiated a plan to sell certain of the domestic assets of Centennial Resources,
which largely comprise the independent power production segment. The plan to sell was based on the increased market
demand for independent power production assets, combined with the Company’s desire to efficiently fund future capital needs.
The assets and liabilities of these operations have been treated as held for sale and, in accordance with SFAS No. 144, the
Company's consolidated balance sheets and accompanying notes for current and prior periods have been restated to present
the assets as held for sale. At the time that the assets are classified as held for sale, depreciation, depletion and amortization
expense is ng longer recorded. The results of operations of these assets will continue to be shown in continuing operations

in the Company’s financial statements as the Company intends to have significant continuing involvement in the form of
continuing current operation and maintenance agreements after the sale.

The carrying amounts of the major assets and liabilities related to the domestic independent power production assets held for
sale, as well as the major assets and liabilities related to Innovatum, as discussed in Note 2, at December 31, 2006 and 2003,
were as follows:

2004 2005
{In thousands}

Receivabies, net $ 6,103 $ 2,897
Inventaries 490 288
Other current assets 1,815 1,473
Total current assets held for sate $ 8,408 $ 5,358
Net property, plant and equipment $389,750 $370,584
Goodwill 7,131 11,436
Other intangible assets, net 6,473 7,208
QOther assets 2,257 2,753
Total nencurrent assets held for sale $405,611 $391,981
Accounts payable $ 3N $ 9964
Taxes payable - 1,27
Other current Liabilities 669 280
Total current liabitities held for sale $ 1,000 $ 11,515
Deferred income taxes % 27,956 $ 26,801
Other liabilities 2,577 1.904
Totat noncurrent liabilities held for sale $ 30,533 $ 28,705
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Note 4 - Equity Method Investments
The Company's equity method investments at December 31, 2004, include Carib Power, Hartwell and the Brazilian
Transmission Lines.

In February 2004, Centennial International acquired 49.99 percent of Carib Power. Carib Power, through a whally owned
subsidiary, owns a 225-MW natural gas-fired electric generating facility in Trinidad and Tobago. The Trinity Generating Facility
sells its output to the T&TEC, the governmental entity responsible for the transmission, distribution and administration of
electrical power to the national electrical grid of Trinidad and Tobago. The power purchase agreement expires in September
2029. T&TEC also is under contract to supply natural gas to the Trinity Generating Facility during the term of the power purchase
agreement. The functional currency for the Trinity Generating Facility is the U.S. dollar. On December 29, 2004, the Company
entered into a purchase agreement to sell its interest in Carib Power. Closing is expected to occur in the first quarter of 2007.

In September 2004, Centennial Resources, through indirect wholly owned subsidiaries, acquired a 50-percent ownership
interest in Hartwell, which owns a 310-MW natural gas-fired electric generating facility near Hartwell, Georgia. The Hartwell
Generating Facility sells its output under a power purchase agreement with Oglethorpe that expires in May 2019. Oglethorpe
reimburses the Hartwell Generating Facility for actual costs of fuel required to operate the plant. American National Power,
a wholly owned subsidiary of International Power of the United Kingdom, holds the remaining 50-percent ownership interest
and is the operating partner for the facility.

On August 16, 2006, MDU Brasil acquired ownership interests in companies awning three electric transmission lines. The
interests involve the ENTE [13.3-percent ownership interest], ERTE [13.3-percent ownership interest] and ECTE [25-percent
ownership interest} electric transmission lines, which are primarily in northeastern and southern Brazil. The contracts provide
for revenues denominated in the Brazilian Real, annual inflation adjustments and change in tax law adjustments and have
between 24 and 26 years remaining under the contracts. Alusa, Brascan and CEMIG hold the remaining ownership interests,
with CELESC alse having an ownership interest in ECTE. Atusa is the operating partner for the transmission lines. The
functional currency for the Brazilian Transmission Lines is the Brazilian Real.

In June 2005, the Company completed the sale of its 49 percent interest in MPX to Petrobras, the Brazilian state-controlled
energy company. The Company realized a gain of $15.6 million from the sale in the second quarter of 2005. In 2005, the
Termoceara Generating Facility was accounted for as an asset held for sale and. as a result. no depreciation, depletion and
amortization expense was recorded in 2005.

The functional currency for the Termoceara Generating Facility was the Brazilian Real. The electric power sales contract with
Petrobras contained an embedded derivative, which derived its value from an annual adjustment factor, which largely indexed
the contract capacity payments to the U.S. dollar. The Company's 49 percent share of the gain from the change in fair value of
the embedded derivative in the electric power sales cantract for the year ended December 31, 2004, was $2.5 million lafter
tax]. The Company’s 49 percent share of the foreign currency gain resulting from an increase in vatue of the Brazilian Real
versus the U.S. dollar for the year ended December 31, 2004, was $1.9 million (after tax).

At December 31, 2006 and 2005, the Company’s equity method investments had total assets of $583.6 million and

$221.9 million, respectively, and long-term debt of $321.5 million and $154.8 miltion, respectively. The Company’s investment
in its equity method investments was approximately $102.0 million and $41.8 miltion, including undistributed earnings of
$8.5 million and $3.5 million, at December 31, 2006 and 2005, respectively.

Note 5 - Goodwill and Other Intangible Assets

The changes in the carrying amount of goodwill for the year ended December 31, 2006, were as follows:

Balance Goodwill Balance
as of Acquired as of
January 1, During December 31,
2004 the Year* 2006

{in thousands/
Electric $ - $ - $ -
Natural gas distribution - - -
Construction services 80,970 5.972 B&,942
Pipeline and energy services 1.15% - 1,159
Natural gas and oil production - - -
Construction materials and mining 133,264 2,933 136,197
Independent power production 4,036 - 4,036
Other - - -
Total $219.429 $8,905 $228,334

* includes purchase price adjustments thal were pot material related to acquisitions in a prior period.
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The changes in the carrying amount of goodwill for the year ended December 31, 2005, were as follows:

Balance Goodwill Balance
as of Acquired as of
January 1, During December 31,
2005 the Year* 2005

{in thausands)
Electric % - % - % -
Natural gas distribution - - -
Construction services 62,632 18,338 80,970
Pipeline and energy services 1,159 - 1,159
Natural gas and oil production - - -
Construction materials and mining 120,452 12,812 133,264
Independent power production 4,064 (28] 4,036
Other - - -
Total $188,307 $31,122 $219.429

* Inciudes purchase price adjustments that were not material related to acquisitions in a prior pericd.

Other intangible assets at December 31, 2006 and 2005, were as follows:

2006 2005

{in thousands]
Amortizable intangible assets:

Acquired contracts $10,287 $ 5.484
Accumulated amartization [5,936) 13,847
4,351 1,637

Noncompete agreements 12,886 11,784
Accumulated amortization [8,540) [8,557]
4,346 3,227

Other 18,092 7.561
Accumulated amortization [3,297) [1,098]
14,795 6,463

Unamortizable intangible assets - 524
Total $23,492 $11,851

The unamertizable intangible assets at December 31, 2005, were recognized in accordance with SFAS No. 87, which required
that if an additional minimum liability is recognized, an equal amount shall be recognized as an intangible asset provided that
the asset recognized shall not exceed the amount of unrecognized prior service cost.

Amortization expense for amortizable intangible assets that are not held for sale for the years ended December 31, 2004,
2005 and 2004, was $4.4 million, $3.7 million and $1.9 million, respectively. Estimated amortization expense for amortizable
intangible assets not held for sale is $5.0 million in 2007, $4.2 million in 2008, $3.2 million in 2009, $2.6 million in 2010,
%$1.6 million in 2017 and $6.9 million thereafter.
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Note 6 - Regulatory Assets and Liabilities

The following table summarizes the individual components of unameortized regulatory assets and liabilities as of December 31:

2006 2005

fn thousands)

Regulatory assets:

Deferred income taxes $ 35,978 $ 38,757
Pension and postretirement benefits 19,075 453
Plant costs 13,254 13,122
Long-term debt refinancing costs 11,232 3,160
Natural gas costs recoverable through rate adjustments - 691
Other 7,230 6,066
Total regulatory assets ' 86,769 62,249
Regqulatory liabilities:
Plant removal and decommissioning costs 85,087 78,280
Deferred incorne taxes 18,019 10,298
Taxes refundable to customers 16,229 14,966
Natural gas costs refundable through rate adjustments 7,916 -
Liabilities for regulatory matters 1,568 7,405
Other 2,611 4,830
Total regulatory liabilities 129,030 115,779
Net regulatory position $142,261) $453,530)

As of December 31, 2006, a large portion of the Company’s regulatory assets, other than certain deferred income taxes, was
being reflected in rates charged to customers and is being recovered over the next 1to 16 years.

if. for any reasan, the Company’s regulated businesses cease to meet the criteria for application of SFAS No. 71 for all or part
of their operations, the requlatory assets and liabilities relating to those portions ceasing to meet such criteria would be
remaved from the balance sheet and included in the statement of income as an extraordinary item in the period in which the
discontinuance of SFAS No. 71 occurs.

Note 7 - Derivative Instruments

Derivative instruments, including certain derivative instruments embedded in other contracts, are required to be recorded on
the balance sheet as either an asset or liability measured at fair value. Changes in the derivative instrument’s fair value are
recognized currently in earnings unless specific hedge accounting criteria are met. Accounting for qualifying hedges allows
derivative gains and losses to offset the related results on the hedged itemn in the income statement and requires that a company
must formally decument, designate and assess the effectiveness of transactions that receive hedge accounting treatment.

In the event a derivative instrument being accounted for as a cash flow hedge does not qualify for hedge accounting because
it is no longer highly effective in offsetting changes in cash flows of a hedged item; if the derivative instrument expires or

is sold, terminated or exercised; or If management determines that designation of the derivative instrument as a hedge
instrument is no longer appropriate, hedge accounting would be discontinued and the derivative instrument would continue
to be carried at fair value with changes in its fair value recognized in earnings. In these circumstances, the net gain or loss at
the time of discontinuance of hedge accounting would remain in accumulated other comprehensive income {loss) until the
period or periods during which the hedged forecasted transaction affects earnings, at which time the net gain or loss would
be reclassified into earnings. In the event a cash flow hedge is discontinued because it is unlikely that a forecasted transaction
will occur, the derivative instrument would continue to be carried on the balance sheet at its fair value, and gains and losses
that had accumulated in other comprehensive incame (loss] would be recognized immediately in earnings. In the event of

a sale, termination or extinguishment of a foreign currency derivative, the resulting gain or loss would be recognized
immediately in earnings. The Campany's policy requires approval to terminate a derivative instrument prior to its original
maturity. As of December 31, 2006, the Company had no outstanding foreign currency or interest rate hedges.

At December 31, 2006, Fidelity held derivative instruments designated as cash flow hedging instruments.

Hedging activities

Fidelity utilizes natural gas and oil price swap and collar agreements to manage a portion of the market risk associated with
fluctuations in the price of natural gas and oil on its forecasted sales of natural gas and oil production. Each of the natural gas
and oil price swap and collar agreements was designated as a hedge of the forecasted sale of natural gas and oil production.

The fair value of the hedging instruments must be estimated as of the end of each reporting period and is recorded on the
Consolidated Balance Sheets as an asset or liability. Changes in the fair value attributable to the effective portion of hedging
instruments, net of tax, are recorded in stockholders’ equity as a component of accumulated other comprehensive income
{loss). At the date the natural gas or ail production quantities are settled, the amounts accurmulated in other comprehensive
income (loss) are reported in the Consolidated Statements of Income. To the extent that the hedges are not effective, the
ineffective portion of the changes in fair market value is recorded directly in earnings. The proceeds the Company receives for
its natural gas and oil production are also generally based on market prices.
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In the second quarter of 2006, Fidelity's ¢il collar agreements became ineffective and no longer qualified for hedge accounting.
The ail hedges became ineffective as the physical price received no longer carrelated to the hedge price due to the widening

of regional basis differentials on the price of the physical production received. The ineffectiveness related to these collar
agreements resulted in a loss of approximately $138,000 (before tax] for the year ended December 31, 2006, that was recorded
in operation and maintenance expense. The ineffective collar agreements had expired by December 31, 2006. The amount of
hedge ineffectiveness on Fidelity's remaining hedges was immaterial for the year ended December 31, 2006. For the years
ended December 31, 2005 and 2004, the amount of hedge ineffectiveness was immaterial.

For the years ended December 31, 2006, 2005 and 2004, Fidelity did not exclude any companents of the derivative instruments’
gain or loss from the assessment of hedge effectiveness. Gains and losses must be reclassified inte earnings as a result of the
discontinuwance of cash flow hedges it it is probabte that the original forecasted transactions will not occur. There were no such
reclassifications into earnings as a result of the discontinuance of hedges.

Gains and losses on derivative instruments that are reclassified from accumulated other comprehensive income [loss) to
current-period earnings are included in the line item in which the hedged item is recorded. As of December 31, 2006, the
maximum term of Fidelity’s swap and collar agreements, in which Fidelity is hedging its exposure to the variability in future
cash flows for forecasted transactions, is 12 months. The Company estimates that over the next 12 months, net gains of
approximately $19.7 million (after tax) will be reclassified from accumulated other comprehensive loss into earnings, subject
to changes in natural gas and oil market prices, as the hedged transactions affect earnings.

Note 8 - Fair Value of Other Financial Instruments

The estimated fair value of the Company’s long-term debt is based on quoted market prices of the same or similar issues.
The estimated fair values of the Company’s natural gas and oil price swap and cotlar agreements were included in current
assets at December 31, 2005, and current liabilities at December 31, 2005. The estimated fair values of the Company's natural
gas and oil price swap and collar agreements reflect the estimated amounts the Company would receive or pay to terminate
the contracts at the reporting date based upon quoted market prices of comparable contracts.

The estimated fair value of the Company's long-term debt and natural gas and oil price swap and collar agreements at
December 31 was as follows:

2006 2005

Carrying Fair Carrying Fair
Amount Value Armount Value

{in thousands}

Long-term debt $1,254,582 $1,247,43% $1,206,510 $1,219,347
Natural gas and oil price swap and collar agreements $ 321 $ 32,1 $ [42.011) $ (42,0111

The carrying amounts of the Company’s remaining financial instruments included in current assets and current liabilities,
excluding unsettled derivative instruments, approximate their fair values because of their short-term nature.

Note 9 - Long Term Debt and Indenture Provisions
Leng-term debt outstanding at December 31 was as follows:

2004 2005

{in thousands)

First mortgage bonds and notes:
Secured Medium-Term Notes, Series A, at a weighted average rate

of 6.91%. due on dates ranging from April 1, 2007 to April 1, 2012 $ 27,000 $ 95000

Senior Notes, 5.98%, due December 15, 2033 30,000 30,000
Total first mortgage bonds and notes 57,000 125,000
Senior notes at a weighted average rate of 5.73%, due on dates ranging

fromn May 4, 2007 to July 1, 2019 964,500 815,000
Commercial paper at a weighted average rate of 5.42%, supported by

revolving credit agreements 122,850 260,000
Term credit agreements at a weighted average rate of 6.31%,

due on dates ranging from January 1, 2007 10 August 24, 2026 110,290 6,623
Discount (58] (113
Total long-term debt 1,254,582 1,206,510
Less current maturities 84,034 101,758
Net long-term debt $1,170,548 $1,104,752

The amounts of scheduled long-term debt maturities for the five years and thereafter fotlowing December 31, 2004, aggregate
$84.0 million in 2007; $161.8 million in 2008; $73.3 million in 2009; $104.4 million in 2010; $92.7 million in 2011 and $738.4
million thereafter.
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Certain debt instruments of the Company and its subsidiaries, including those discussed below, contain restrictive covenants,
all of which the Company and its subsidiaries were in compliance with at December 31, 2006.

MDU Resources Group, Inc.

The Company has a revolving credit agreement with various banks totating $125 million (with provision for an increase, at

the option of the Company on stated conditions and upon regulatory approval, up to a maximum of $150 miltion). There were
no amounts outstanding under the credit agreement at December 37, 2006 and 2005. The credit agreement supports the
Company’s $100 million commercial paper program, Under the Company's commercial paper program, $25.8 million and
$60.0 mitlion were outstanding at December 31, 2006 and 2005, respectively. The commercial paper barrowings are classified
as long-term debt as they are intended to be refinanced on a long-term basis through continued commercial paper borrowings
(supported by the credit agreement, which expires in June 2011].

in order to borrow under the Company’s credit agreement, the Company must be in compliance with the applicable covenants
and certain other conditions, including covenants not to permit, as of the end of any fiscal quarter, [A] the ratio of funded debt
to total capitalization [determined on a consolidated basis] to be greater than 45 percent ar (B] the ratio of funded debt to
capitalization [determined with respect to the Company alone, exctuding its subsidiaries] to be greater than 45 percent. Also
included is a covenant that does not permit the ratio of the Company’s earnings before interest, taxes, depreciation and
amortization to interest expense (determined with respect to the Company alone, excluding its subsidiaries], for the 12-manth
period ended each fiscal quarter, to be less than 2.5 to 1. Other covenants include restrictions on the sale of certain assets
and on the making of certain investments, The Campany was in cormpliance with these cavenants and met the required
conditions at December 31, 2006. in the event the Company does not comply with the applicable covenants and other
conditions, alternative sources of funding may need to be pursued, as previousty described.

There are no credit facilities that contain cross-default provisions between the Cormpany and any of its subsidiaries.

The Company’s issuance of first mortgage debt is subject to certain restrictions impgsed under the terms and conditions

of its Mortgage. Generally, those restrictions require the Company to fund $1.43 of unfunded property or use $1.00 of refunded
bonds for each dollar of indebtedness incurred under the Indenture and, in some cases, to certify to the trustee that annual
earnings (pretax and before interest chargesi, as defined in the Indenture, equal at least two times its annualized first
mortgage bond interest costs. Under the more restrictive of the tests, as of December 31, 2006, the Company could have
issued approximately $461 million of additional first mortgage bonds.

Approximately $459.4 million in net book value of the Company’s net electric and natural gas distribution properties at
December 31, 2006, with certain exceptions, are subject to the lien of the Mortgage and to the junior lien of the Indenture.

Centennial Energy Holdings, Inc.

Centennial has three revalving credit agreements with various banks and institutions totaling $437.9 million with certain
provisions allowing for increased borrowings. These credit agreements support Centenmial's $400 million commercial paper
program. There were no outstanding berrewings under the Centennial credit agreements at December 31, 2006 and 2005.
Under the Centenrial commercial paper program, $97.1 millien and $200.0 million were outstanding at December 31, 2006
and 2005, respectively. The Centennial commercial paper borrowings are classified as long-term debt as Centennial intends
to refinance these borrowings on a long-term basis through continued Centennial commercial paper borrowings (supported by
Centennial credit agreements). One of these credit agreements is for $400 million, which includes a provision for an increase,
at the option of Centennial on stated conditions, up to a maximum of $450 million and expires on August 26, 2010, Another
agreement is for $17.9 million and expires on April 30, 2007. The third agreement is an uncommitted line for $20 million and
may be terminated by the bank at any time. As of December 31, 2006, $41.9 million of letters of credit were outstanding, as
discussed in Note 20, of which $25.% million reduced amounts available under these agreements.

Centennial has an uncommitted lang-term master shelf agreement that allows for borrowings of up to $550 million. Under the
terms of the master shelf agreement, $539.5 million and $447.5 million were outstanding at December 31, 2006 and 2005,
respectively. The ability to request additional borrowings under this master shelf agreement expires on May 8, 2009. To meet
potential future financing needs, Centennial may pursue other financing arrangements, including private and/or public financing.

In order to borrow under Centennial’s credit agreements and the Centennial uncommitted long-term master shelf agreement,
Centennial and certain of its subsidiaries must be in compliance with the applicable covenants and certain other conditions,
including covenants not to permit, as of the end of any fiscal quarter, the ratio of total debt to total capitalization to be greater
than 65 percent [for the $400 million credit agreement) and 60 percent [for the $17.9 million credit agreement and the master
shelf agreementl. Alse included is a covenant that does not permit the ratio of Centennial's earnings before interest, taxes,
depreciation and amortization to interest expense, for the 12-month period ended each fiscal quarter, to be less than 2.5 to 1
(for the $400 mitlion credit agreement), 2.25 to 1 [for the $17.9 million credit agreement] and 1.75 to 1 [for the master shelf
agreement). Other covenants include minimum consolidated net worth, limitation on priority debt and restrictions on the sale
of certain assets and on the making of certain loans and investments. Centennial and such subsidiaries were in compliance
with these cavenants and met the required conditions at December 31, 2006. In the event Centennial or such subsidiaries do
not comply with the applicable covenants and other conditions, alternative sources of funding may need to be pursued as
previously described.
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Certain of Centennial's financing agreements contain cross-defautt provisions. These provisions state that if Centennial or any
subsidiary of Centennial fails to make any payment with respect to any indebtedness or contingent abligation, in excess of a
specified amount, under any agreement that causes such indebtedness to be due prior to its stated maturity or the contingent
obligation to become payable, the applicable agreements will be in default. Certain of Centennial’s financing agreements and
Centennial’s practice limit the amount of subsidiary indebtedness.

Williston Basin Interstate Pipeline Company

Williston Basin has an uncommitted long-term master shelf agreement that allows for borrowings of up to $100 million. Under
the terms of the master shelf agreement, $80.0 million and $55.0 million were outstanding at December 31, 2006 and 2005,
respectively. The ability to request additional berrowings under this master shelf agreement expires on December 20, 2008.

In order to borrow under its uncommitted long-term master shelf agreement, Williston Basin must be in compliance with the
applicable covenants and certain other conditions, including covenants not to permit, as of the end of any fiscal quarter, the
ratio of total debt to total capitalization to be greater than 55 percent. Other covenants include limitation on priority debt and
some restrictions on the sale of certain assets and the making of certain investments. Williston Basin was in compliance with
these covenants and met the required conditions at December 31, 2004. In the event Williston Basin does not comply with the
applicable covenants and other conditions, alternative sources of funding may need to be pursued.

Note 10 - Asset Retirement Obligations

In accordance with SFAS No. 143, the Company records obligations related to the plugging and abandonment of natural gas
and oil wells, decommissioning of certain etectric generating facilities, reclamation of certain aggregate properties and certain
other obtigations asscciated with leased properties.

The Company adopted FIN 47 on December 31, 2005. The Company recorded obligations related to special handling and
disposal of hazardous materiats at certain electric generating and distribution facilities, natural gas distribution and
transmission facilities, and buildings. Upon adoption of FIN 47, the Company recorded an additional discounted liability of
$1.7 million and a regulatory asset of $1.5 million and increased net property, plant and equipment by $151,000. There was
no impact on net income; therefere pro forma presentation amounts assuming retroactive application of the accounting
change on net income are not necessary.

A reconciliation of the Company’s liability, which is included in other liabilities, for the years ended December 31 was as follows:

20046 2005
{In thousands]

Balance at beginning of year $42,857 $34,752
Liabilities incurred 4,878 3,784
Liabilities acquired 1,118 1,138
Liabilities settled (2,9463) [3,328]
Accretion expense 3,093 2,059
Revisions in estimates 6,321 740
Liabilities recorded upen adoption of FIN 47 - 1,663
Other 875 47
Balance at end of year $56,179 $42,857

The following recanciliation of the Company’s liahility for the years ended December 31 includes the pro forma effects of the
adoption of FIN 47 for 2005.

2005

{in thousands/

Balance at beginning of year $38,324
Liabilities incurred 3,784
Liabilities acquired 1,138
Liabilities settled (3,328]
Accretion expense 2,059
Revisions in estimates 740
Other 134
Balance at end of year $42,857

The Company believes that any expenses under SFAS No. 143 and FIN 47 as they relate to regulated operations will be
recovered in rates over time and, accordingly, defers such expenses as regulatory assets.

The fair value of assets that are legally restricted for purposes of settling asset retirement obligations at December 31, 2006
and 2005, was $5.5 millicn and $5.1 million, respectively.
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Note 11 - Preferred Stocks

Preferred stocks at December 31 were as follows:

2006 2005

{Datlars in thousands]

Autharized:
Preferred -
500,000 shares, cumulative, par value $100, issuable in series
Preferred stock A -
1,000,000 shares, cumulative, without par value, issuable in series
[none outstanding]
Preference -
500,000 shares, cumulative, without par value, issuable in series
[none autstandingl

Outstanding:
4,50% Series — 100,000 shares $10,000 $10,000
4,70% Series - 50,000 shares 5,000 5,000
Total preferred stocks $15,000 $15.000

The 4.50% Series and 4.70% Series preferred stocks outstanding are subject to redemption, in whole or in part, at the option of
the Company with certain limitations on 30 days notice on any quarterly dividend date at a redemption price, plus accrued
dividends, of $105 per share and $102 per share, respectively.

In the event of a voluntary or involuntary tiquidation, all preferred stock series holders are entitled to $100 per share, plus
accrued dividends.

The affirmative vote of two-thirds of a series of the Company's outstanding preferred stock is necessary for amendments to
the Company's charter or bylaws that adversely affect that series; creation of or increase in the amount of autherized stock
ranking sentor to that series (or an affirmative majority vote where the authorization relates to a new class of stock that
ranks on parity with such series); a voluntary liquidation or sale of substantially all of the Company’s assets; a merger or
consolidation, with certain exceptions; or the partial retirement of that series of preferred stock when all dividends on that
series of preferred stock have not been paid. The consent of the holders of a particular series is not required for such
corporate actions if the equivalent vote of all outstanding series of preferred stock voting together has consented to the given
action and no particular series is affected differently than any other series.

Subject to the foregoing, the holders of common stock exclusively possess all voting power. However, if cumulative dividends
on preferred stock are in arrears, in whole or in part, for one year, the hotders of preferred stock would obtain the right to one
vate per share until all dividends in arrears have been paid and current dividends have heen declared and set aside.

Note 12 - Common Stock

On May 11, 2004, the Company's Board of Directors approved a three-for-two common steck split to he effected in the form
of a 50 percent common stack dividend. The additienal shares of commaon stock were distributed on July 26, 2006, te comman
stockholders of record on July 12, 2006. Certain common stock information appearing in the accompanying consolidated
financial statements has been restated in accordance with accounting principles generally accepted in the United States of
America to give retroactive effect to the stock split. Additionally. preference share purchase rights have been appropriately
adjusted to reflect the effects of the split.

In 1998, the Company's Board of Directors declared, pursuant to a stockholders’ rights plan, a dividend of one preference
share purchase right [right) for each outstanding share of the Company’s common stock. Each right becomes exercisable,
upon the occurrence of certain events, for four-ninths of one ane-thousandth of a share of Series B Preference Stock of the
Company, without par value, at an exercise price of $125, subject to certain adjustments. The rights are currently not exercisable
and will be exercisable only if a person or group (acquiring person) either acguires ownership of 15 percent or more of the
Company's common stock or commences a tender or exchange offer that would result in awnership of 15 percent or more. In
the event the Company is acquired in a merger or other business combination transaction or 50 percent or mare of its
consolidated assets or earnings power are sold, each right entitles the holder to receive, upon the exercise thereof at the then
current exercise price of the right multiplied by the number of faur-ninths of one one-thousandth of a share of Series B
Preference Stock for which a right is then exercisable, in accerdance with the terms of the rights agreement, such number of
shares of common stock of the acquiring person having a market value of twice the then current exercise price of the right.
The rights, which expire on December 31, 2008, are redeemable in whole, but not in part, for a price of $.00444 per right, at the
Company's aption at any time until any acquiring person has acquired 15 percent or more af the Company’s common stock.

The Stock Purchase Plan provides interested investors the opportunity to make optional cash investments and to reinvest all
or a percentage of their cash dividends in shares of the Company’s common stock. The K-Plan is partially funded with the
Company’s common stock. From January 1, 2004, through June 30, 2006, the Stock Purchase Plan and K-Plan-with respect to
Company stock, were funded by the purchase of shares of common stock on the open market. Beginning July 1, 2004, shares
of authorized but unissued common stock were used to fund the Stock Purchase Plan and K-Plan. At December 31, 2006,
there were 20.9 millien shares of common stock reserved for original issuance under the Stack Purchase Plan and K-Plan.
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Note 13 - Stock-Based Compensation
On January 1, 2006, the Company adopted SFAS No. 123 [revised] and on January 1, 2003, adopted SFAS No. 123. For a
discussion of the adoption of SFAS No. 123 [revised] and SFAS No. 123, see Note 1.

The Company has several stock-based compensation plans and is authorized to grant options, restricted stock and stock for
up to 17.1 million shares of common stock and has granted options, restricted stock and stock of 6.7 million shares through
December 31, 2006. The Company generally issues new shares of common stock to satisfy stock option exercises, restricted
stock, stock and performance share awards.

Total stock-based compensation expense for the year ended December 31, 2004, was $3.5 million, net of income taxes of
$2.2 million, including $349,000, net of income taxes of $223,000 related to stock option awards.

As of December 31, 2004, tatal remaining unrecognized compensation expense related to stock-based compensatian was
approximately $4.7 million [betore income taxes] which witl be amortized over a weighted average peried of 1.7 years.

Stock options

The Company has stock optien plans for directors, key employees and employees. The Company has not granted stock options
since 2003. Options granted to key employees automatically vest after nine years, but the plan provides for accelerated vesting
based on the attainment of certain performance goals or upon a change in control of the Company, and expire 10 years after
the date of grant. Options granted to directors and employees vest at the date of grant and three years after the date of grant,
respectively, and expire 10 years after the date of grant.

The fair value of each option outstanding was estimated on the date of grant using the Black-Scholes option-pricing model.

A summary of the status of the stock optien plans at December 31, 2006, 2005 and 2004, and changes during the years then
ended were as follows:

2006 2005 2004
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price
Balance at beginning of year 2,786,973 $12.99 3,842,526 $12.86 6,273,684 $12.73
Farfeited (108,109] 13.08 (171,828) 13.53 [574,413) 13.09
Exercised (367,318) 12.21 (883,725) 12.32 (1,856,745} 12.33
Balance at end of year 2,311,546 13.11 2,786,973 12.99 3,842,524 12.84
Exercisable at end of year 1,244,349 $12.87 1,640,285 $12.57 2,550,335 $12.49

Summarized information about stock options outstanding and exercisable as of December 31, 2006, was as follows:

Options Quistanding Options Exercisable

Remaining Weighted Aggregate Weighted Aggregate

Cortractual Average Intrinsic Average Intrinsic

Range of Number Life Exercise Value Number Exercise Value
Exercisable Prices Outstanding in Years Price (000's] Exercisable Price (000's]
$7.28- 8.00 5,062 5 $ 7.28 % 93 5,062 $ 7.28 % 93
8.0 -11.00 250,807 1.4 9.60 4,023 247915 9.60 3.977
11.01 -14.00 1,815,448 4.2 13.19 22,602 908,762 13.19 11,315
14.01-17.13 240,229 4.2 16.30 2,244 82,630 16.50 755
Balance at end of year 2,311,546 39 $13.11 $28,942 1,244,369 $12.67 $16,140

The aggregate intrinsic value in the preceding table represents the total intrinsic value [before income taxes), based on the
Company’s stock price on December 31, 2004, which would have been received by the option holders had all option holders
exercised their opticns as of that date.

The weighted average remaining contractual life of options exercisable was 3.4 years at December 31, 2006.

The Company received cash of $4.5 million from the exercise of stock optiens for the year ended December 31, 2006. The
aggregate intrinsic value of options exercised during the year ended December 31, 2006, was $4.4 million,

Restricted stock awards

Prior to 2002, the Campany granted restricted stock awards under a long-term incentive plan. The restricted stock awards
granted vest at various times ranging frem one year to nine years from the date of issuance, but certain grants may vest early
based upon the attainment of certain performance goals or upon a change in control of the Company. The grant-date fair value
is the market price of the Company's stock on the grant date.
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A summary of the status of the restricted stock awards for the year ended December 31, 2006, was as follows:

Weighted

Average

Number of Grant-Date

Shares Fair Value

Nanvested at beginning of period 130,764 $10.63
Vested [77,106) 8.82
Forfeited {21541 13.22
Nenvested at end of period 32117 $13.22

The fair value of restricted stock awards that vested during the year ended December 31, 2006, was $1.8 million.

Stock awards

Nonemployee directors may receive shares of common stock instead of cash in payment for directors’ fees under the
nonemployee director stock compensation plan. There were 50,627 shares with a fair value of $1.3 million issued under this
plan during the year ended December 31, 2006.

Performance share awards

Since 2003, key employees of the Company have been awarded performance share awards each year. Entitlement to
performance shares is based on the Company’s total shareholder return over designated performance periods as measured
against a setected peer group.

Target grants of performance shares gutstanding at December 31, 2004, were as follows:

Target Grant

Grant Date Performance Period of Shares
February 2004 2004-2006 278,600
February 2005 2005-2007 258,256
February 2006 2006-2008 201,828

Participants may earn from zero to 200 percent of the target grant of shares based on the Company’s total sharehalder return
relative to that of the selected peer group. Compensation expense is based on the grant-date fair value. The grant-date fair
value of performance share awards granted during the years ended December 31, 2006, 2005 and 2004, was $25.22, $18.36
and $15.81, per share, respectively. The grant-date fair value for the performance shares granted in 2006 was determined by
Monte Carlo simulation using a blended volatility term structure in the range of 17.65 to 18.79 percent comprised of 50 percent
historical volatility and 50 percent implied volatility and a risk-free interest rate term structure in the range of 4.66 to 4.7%
percent based on U.5. Treasury security rates in effect as of the grant date. In addition. the mean over all simulation paths of
the discounted dividends expected to be earned in the performance period used in the valuation was $1.37 per target share.
The grant-date fair value for the performance shares issued in 2005 and 2004 was equal to the market value of the common
stack on the grant date. The fair value of performance share awards that vested during the year ended December 31, 2006,
was $2.2 million.

A summary of the status of the performance share awards for the vear ended December 31, 2006, was as follows:

Weighted

Number Average

of Grant-Date

Shares Fair Value

Nonvested at beginning of period 634,275 $16.3%
Granted 216,970 24.87
Additivnal performance shares earned 14,522 11.14
Vested (95,7921 11.14
Forfeited [31,291) 19.23
Noenvested at end of period 738,684 $19.27

Note 14 - Income Taxes
The components of income before income taxes for each of the years ended Decernber 31 were as follows:

2006 2005 2004

{in thousands)
United States $479,017 $408,531 $285.411
Foreign 4,148 13,837 19.814
Income before incame taxes $483,165 T $422368 $306,225
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Income tax expense for the years ended December 31 was as follows:

2006 2005 2004
fin thousands)
Current:
Federal 106,063 $ 95,746 $48.101
State 18,998 20,557 12,201
Fareign 136 193] 794
125,197 116,210 51,096
Deferred:
Income taxes -
Federal 35,893 25,806 28514
State 4,563 4,994 5.484
Fareign - - [208)
Investment tax credit (405) (500} (592)
40,051 30,300 33,200
Total income tax expense $165,248 $146,510 $94.295

Companents of deferred tax assets and deferred tax liabilities recognized at December 31 were as follows:

Deferred tax assets:
Accrued pension costs
Regulatory matters
Asset retirement obligations
Deferred compensation
Natural gas and oil price swap and collar agreements
Other

Total deferred tax assets

Deferred tax tiabilities:
Depreciation and basis differences on property, plant and equipment
Basis differences on natural gas and oil producing properties
Regulatory matters
Natural gas and oil price swap and collar agreements
Other

Total deferred tax liabilities

Net deferred income tax liability

2006 2005
{in thousands]

$ 43,433 $ 22,000
35,978 38,757
14,789 13,017
13,286 13,057

- 16,375

43,818 34,622
151,304 137,828
445,315 438,836
204,288 159,077
18,019 10,298
12,399 -
23,894 19,930
703,875 628,141
$(552,571] $1490.313)

2004, to deferred income tax expense:

As of December 31, 2006 and 2005, no valuation allowance has been recorded associated with the above deferred tax assets.

The following table reconciles the change in the net deferred income tax liability from December 31, 2005, to December 31,

2008

Change in net deferred income tax liability from the preceding tabte
Deferred taxes associated with other comprehensive income
Deferred taxes associated with SFAS Na. 158 transition adjustment
Deferred taxes associated with acquisitions

Other

{in thousands}
$ 62,258
129,675)
11,826
[1,696]
2,662)

Deferred income tax expense for the peried

$ 40,051
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Total income tax expense differs from the amount computed by applying the statutory federal income tax rate to income before ’

taxes. The reasons for this difference were as follows:

Years ended December 31, 2004 2005 2004

Amount % Amount % Amount %

{Dotlars in thousands)
Computed tax at federal statutory rate $169,108 35.0 $147.829 35.0 $107,179 35.0
Increases {reductions) resulting from: :
State income taxes,

net of federal income tax benefit 18,218 3.8 15,501 3.7 1,515 38
Depletion allowance (4,784) 1.0) {4,381] (1.0 [3,418] (1.1
Renewable electricity production credit (4,423) (.9 {4,087 [1.0) (3,404 (1.1)
Resotution of tax matters (4,252) 1.9 - - (8,818) [2.9)
Domestic production activities deduction  2,324) 1.5 {2,219] 1.5) - -
Foreign operations 136 - 14,225} (1.0) (5.743) (1.9]
Other items 6,431] (1.3) [1,208) [.5) (3,015] (1.0]

Total income tax expense $165,248 34.2 $144,510 34.7 $ 94,296 308

The Campany considers earnings [including the gain from the sale of its foreign equity method investment in a natural
gas-fired electric generating facility in Brazil] to be reinvested indefinitely outside of the United States and, accordingly, no
U.S. deferred income taxes are recorded with respect to such earnings. Shoutd the earnings be remitted as dividends, the
Company may be subject to additional U.S. taxes, net of allowable foreign tax credits. The cumulative undistributed earnings
at December 31, 2006, were approximately $38 million. The amount of unrecognized deferred tax liability associated with the
undistributed earnings was approximately $11 million.

Note 15 - Business Segment Data

The Company's reportable segments are those that are based on the Company’s method of internal reporting, which generally
segregates the strategic business units due to differences in products, services and regulation. The vast majority of the
Company's operations are located within the United States. The Company also has investments in foreign countries, which
largely consist of investments in transmission and natural resource-based projects.

The electric segment generates, transmits and distributes electricity in Montana, North Dakota, South Dakota and Wyoming.
The natural gas distribution segment distributes natural gas in those states as well as in western Minnesota. These operations
also supply related value-added products and services.

The construction services segment specializes in electrical line construction, pipeline construction, inside electrical wiring

and cabling, as well as externat lighting and traffic signalization and mechanical and fire protection services and the manufac-
ture and distribution of specialty equipment,

The pipeline and energy services segment provides natural gas transportation, underground storage and gathering services
through regulated and nenregulated pipeline systems primarily in the Rocky Mountain and northern Great Plains regions of
the United States. The pipeline and energy services segment also provides energy-related management services.

The natural gas and oil production segment is engaged in natural gas and oil acquisition, exploration, development and

production activities primarily in the Rocky Mountain and Mid-Cantinent regions of the United States and in and around the
Gulf of Mexico.

The construction materials and mining segment mines aggregates and markets crushed stone, sand, gravel and related
construction materials, including ready-mixed concrete, cement, asphalt, liquid asphalt and other value-added products. It
also performs integrated construction services. The construction materials and mining segment operates in the central,
southern and western United States and Alaska and Hawaii.

The independent power production segment owns, builds and operates electric generating facilities in the United States and
has domestic and international investments including transmission and natural resource-based projects. Electric capacity and
energy produced at its power plants primarily are sold under mid- and long-term contracts to nonaffiliated entities.

The Other category includes the activities of Centennial Capital, which insures various types of risks as a captive insurer for
certain of the Company’s subsidiaries. The function of the captive insurer is to fund the deductibte layers of the insured
companies’ general liability and automobile liability coverages. Centennial Capital atso owns certain real and personal property.
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The information below follows the same accounting policies as described in the Summary of Significant Accounting Palicies,
Information on the Company’s businesses as of December 31 and for the years then ended was as follows:

2006 2005 2004

{in thousands]

External operating revenues:

Electric $ 187,301 $ 181,238 $ 178,803
Natural gas distribution 351,988 384,199 316,120
Pipeline and energy services 349,997 384,887 278,848
889,286 950,324 773,771
Construction services 987,079 686,734 425,250
Natural gas and oil production 251,153 163,539 152,486
Construction materials and mining 1,877,021 1,603,326 1,321,624
Independent power production 46,145 48,508 43,059
Other - - -
3,181,398 2,502,107 1,942,421
Total external operating revenues $4,070,484 $3,452,431 $2,716,192
Intersegment operating revenues:
Electric ’ $ - $ - $ -
Natural gas distribution - - -
Construction services 503 m 1,571
Pipeline and energy services 93,723 92,424 75316
Matural gas and oil preduction 232,799 275,828 190,354
Construction materials and mining - 1,284 535
Independent power production - - -
Other 8,117 4,038 4,423
Intersegment eliminations (335,142] [375,945] (272,199
Total intersegment operating revenues $ - $ - $ -
Depreciation, depletion and amortization:
Electric $ 21,3% $ 20818 $ 20199
Natural gas distribution 9.776 2,534 9.329
Caonstruction services 15,449 13,459 11.113
Pipeline and energy services 13,288 12,513 17.548
Natural gas and oit production 104,768 84,754 70,823
Constructien materials and mining 88,723 77.988 69,644
Independent power production 15,182 8,990 9,587
Other 1,001 330 27
Total depreciation, depletion and amortization $ 271,583 % 228,384 $ 208,574
Interest expense:
Electric $ 6493 $ 7,683 $ %116
Natural gas distribution 3,885 3,973 4,292
Construction services 6,295 4177 3,442
Pipeline and energy services 8,094 8,132 8,962
Natural gas and oil production 9.864 7,550 7,552
Construction materials and mining 25,943 21,365 20,646
Independent power production . 11,734 2,260 4,354
Qther 41 {3991 (701
Intersegment eliminations (254) (227) (1.157]
Tatal interest expense $ 72,095 $ 54,384 $ 57137
Income taxes:
Electric $ 7.403 $ 8308 $ 4303
Natural gas distribution 2,108 2,240 [3,883]
Constructien services 16,497 2,693 [3,345)
Pipeline and energy services 18,938 13,735 7,767
Natural gas and oil production 78,960 82,428 61,261
Construction materials and mining 46,245 29,244 264674
Independent power production {4,850] 483 1,249
Other {53] 379 270
Total income taxes $ 145,248 $ 146,510 $ 94,294
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2004 2005 2004

fin thousands!

Earnings on common stock:

Electric $ 14401 $ 13,940 $ 12790
Natura! gas distribution 5,680 3.515 2,182
Construction services 27,851 14,558 15,650}
Pipeline and energy services 32,126 22,867 13,806
Natural gas and oil production 145,657 141,625 110,779
Construction materials and mining 85,702 55,040 50,707
Independent power production 4,513 22921 24,309
Other 1,302 707 321
Earnings on common stock before
loss fram discontinued operations 317,232 275,173 211,244
Loss from discontinued operations, net of tax 12,150) {775] (4,862]
Total earnings on common stock $ 315,072 $ 274,398 $ 206,382
Capital expenditures:
Electric $ 39,055 $ 27036 $  18.767
Natural gas distribution 15,398 17,224 17.384
Construction services 31,354 50,900 8,470
Pipeline and energy services 42,749 36399 38,282
Matural gas and gil production 328,979 329,773 111,504
Construction materials and mining 141,088 161,977 133,080
Independent power production 33,128 135,778 76,246
Other 2,088 11,913 4,15
Net proceeds from sale or disposition of property (30,575) [40,554]) [20.518]
Total net capital expenditures $ 603,264 % 730,446 S 387.432
Identifiable assets:
Electric® $ 353,593 $ 330,327 $ 323,819
Natural gas distribution* 264,102 271,653 252,582
Construction services 401,832 351,654 230,955
Pipeline and energy services 474,424 466,961 447,302
Natural gas and oil production 1,173,797 898,883 685,610
Construction materials and mining 1,562,868 1,498,338 1,345,547
Independent power production 527,358 483,900 349,752
Other** 145,500 121,844 97.954
Total identifiabte assets $4,903,474 $4,423,562 $3,733,521
Property, plant and equipment:
Electric® $ 703,838 $ 670,771 $ 650,902
Natural gas distribution” 289,106 277,288 264,496
Construction services 94,754 50,110 82,600
Pipeline and energy services 562,596 521,495 491,137
Natural gas and oil production 1,636,245 1,303,447 982,625
Construction materials and mining 1,410,657 1,310,426 1,190,448
Independent power productian 2,057 2077 1,643
Other 29,910 27,906 17,335
Less accumulated depreciation,
depletion and amortization 1,735,812 1,524,211 1,345172
Net property, plant and equipment $2,993,351 $2.679.309 $2.336,034

* Includes allocations of commaon utility preperty.

** Includes assets not directly assignable to a business {i.e. cash and cash equivalents, certain accounts receivable, certain
investmenis and other miscellaneous current and deferred assets].

The pipeline and energy services segment recognized a toss from discontinued operations, net of tax, of $2.1 million, $775,000
and $4.9 million for the years ended December 31, 2006, 2005 and 2004, respectively.

Excluding the loss from discontinued operations, and the asset impairment of $1.3 million lafter tax] in 2004, at pipeline and
energy services, earnings from electric, natural gas distribution and pipeline and energy services are substantially all from
regulated operations. Earnings (loss) from construction services, natural gas and oil production, construction materials and
mining, independent power production, and other are all from nonregulated operations. Capital expenditures for 2006, 2005
and 2004 include noncash transactions, including the issuance of the Company’s equity securities in connection with acquisi-
tions. The noncash transactions were immaterial in 2006, $46,5 million in 2005 and $33.1 mitlion in 2004.

Note 16 - Acquisitions
In 2006, the Company acquired a construction services business in Nevada, natural gas and oil production properties in
Wyoming, construction materials and mining businesses in California and Washington, and a natural gas-fired electric
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generating facility in California at the independent power production segment, none of which was material. The total purchase
consideration for these businesses and properties and purchase price adjustments with respect to certain other acquisitions
made prior to 2006, consisting of the Company’s comman stock and cash, was $133.1 mitlion.

in 2005, the Company acquired construction services businesses in Nevada, natural gas and oil production properties in
southern Texas and construction materials and mining businesses in fdaho, lowa and Oregon, none of which was material.
The total purchase consideration for these businesses and properties and purchase price adjustments with respect to certain
other acquisitions acquired priar to 2005, consisting of the Company's common stock and cash, was $245.2 million.

In 2004, the Campany acquired a number of businesses including construction materials and mining businesses in Hawaii,

ldaho, lowa and Minnesota and an independent power production operating and development company in Colorado, none of
which was material. The total purchase consideration for these businesses and purchase price adjustments with respect to
certain other acquisitions acquired prior to 2604, consisting of the Company’s common stock and cash, was $70.3 millian.

The above acquisitions were accounted for under the purchase method of accounting and, accerdingly, the acquired assets and
liabilities assumed have been preliminarily recorded at their respective fair values as of the date of acquisition. On certain of
the above acquisitions made in 2004, final fair market values are pending the completion of the review of the relevant assets,
liabilities and issues identified as of the acquisition date. The results of operations of the acquired businesses and properties
are included in the financial statements since the date of each acquisition. Pro forma financial amounts reflecting the effects
of the above acquisitions are not presented, as such acquisitions were not material to the Company's financial position or
results of operations.

Note 17 - Employee Benefit Plans

The Company has noncontributory defined benefit pension plans and ather postretirement benefit plans for certain eligible
employees. Effective January 1, 2004, the Company discontinued defined pension plan benefits to all nonunion and certain
union employees hired after December 31, 2005. These employees that would have been eligible for defined pension plan
benefits are eligible to receive additional defined contribution plan benefits. The Company uses a measurement date of
December 31 for all of its pension and postretirement benefit plans. The Company recognized the effects of the 2003 Medicare
Act during the second quarter of 2004, The net periadic benefit cost for 2004 reflects the effects of the 2003 Medicare Act.

Changes in benefit obligation and plan assets for the year ended December 31, 2006, and amounts recognized in the
Consolidated Balance Sheets at December 31, 2006, were as follows:

Other
Pension Postretirement
Benefits Benefits
2006 2006
{in thousands/]
Change in benefit obligation:
Benefit abligation at beginning of year $303,393 $ 69,811
Service cost 8,901 2,015
Interest cost 146,056 3,633
Plan participants’ contributions - 1,533
Amendments - -
Actuarial gain [14,363) (4,019
Benefits paid {15,589] (5,249}
Benefit obligation at end of year 298,398 67,724
Change in plan assets:
Fair value of plan assets at beginning of year 245,328 52,448
Actual gain on plan assets 27,047 6,440
Employer contribution 2,489 3,575
Plan participants’ contributions - 1,533
Benefits paid (15,589) {5,249)
Fair value of plan assets at end of year 259,275 58,747
Funded status - under $(39,123) $ 18,977)
Amounts recognized in the Consclidated Balance Sheets at December 31:
Prepaid benefit cast [nancurrent] $ 4,368 $ -
Accrued benefit liability lcurrent) - (3841
Accrued benefit Liability [noncurrent] (43,491) (8,6131
Net amount recognized $(39,123) $ (8,977
Amounts recognized in accumulated other comprehensive loss consist of:
Actuarial [gain) loss $ 30,415 $(13,718)
Prior service cost 5,948 648
Transition obligation - 12,753
Total $ 36,363 $ 317
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Changes in benefit obligation and plan assets for the year ended December 31, 2005, and amounts recognized in the

Ceonsolidated Balance Sheets at December 31, 2005, were as follows:

Other

Pension Postretirement
Benefits Benefits
2005 2005

Change in benefit obligation:

{In thousands}

Benefit obligation at beginning of year $284,756 $ 75.491
Service cost 8,336 1,719
Interest cost 16,617 3.784
Plan participants’ contributions - 1,386
Amendments 491 743
Actuarial (gain] loss 7,046 {8,924)
Benefits paid (13.813) 14,388)
Benefit obligation at end of year 303,393 69,811
Change in plan assets:
Fair value of plan assets at beginning of year 239,522 50,978
Actual gain on plan assets 16,805 1,419
Employer contribution 2,814 3.053
Plan participants’ contributions - 1,386
Benefits paid (13,813 (4,388)
Fair value of plan assets at end of year 245328 52,448
Funded status - under (58,065) [17,343]
Unrecognized actuarial (gain) loss 55,097 (7.621]
Unrecognized prior service cost 6,861 694
Unrecognized net transition obligation lasset) (3 14,878
Prepaid (accrued] benefit cost $ 3,890 $ [9.412)
Amounts recognized in the Consolidated Balance Sheets at December 31:
Prepaid benefit cost $ 18,690 $ 787
Accrued benefit liability {14,800) [10,199)
Additional minimum liability (1,434} -
Intangible asset 524 -
Accumulated other comprehensive income 710 -
Net amount recognized $ 3.890 $ 19,412

Employer contributions and benefits paid in the above table include only those amounts contributed directly to, or paid directly

from, plan assets.

Unrecognized pensicn actuarial losses in excess of 10 percent of the greater of the projected benefit obligation or the

market-related value of assets is amortized on a straight-line basis over the expected average remaining service lives of
active participants. The market-related value of assets is determined using a five-year average of assets. Unrecognized

postretirernent net transition obligation is amortized over a 20-year period ending 2012.

The accumulated benefit ebligation for the defined benefit pension plans reflected above was $245.6 million and

$244.3 million at December 31, 2006 and 2005, respectively.
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The projected benefit obligation, accumulated benefit obtigation and fair value of plan assets for the pension plans with
accumulated benefit obligations in excess of plan assets at December 31, 2006 and 2005, were as foltows:

2006 2005

Projected benefit obligation
Accumuiataed benefit obligation
Fair value of plan assets

{in thousands]
$187,5628 $190,877
$151,850 $151,399
$148,261 $137,108

Components of net periodic benefit cost for the Company’s pension and other postretirement benefit plans for the year ended

December 31, 2006, were as follows:

Components of net periodic benefit cost:
Service cost
Interest cost
Expected return on assets
Amortization of prior service cost
Recognized net actuarial [gain] loss
Amortization of net transition obligation lasset]

Net periodic benefit cost, including amount capitalized
Less amount capitalized

Net periedic benefit cost

Gther changes in plan assets and benefit obligations recegnized
in accumulated other comprehensive loss:
Net gain
Amartization of actuariat gain [loss)
Amagrtization of prior service cost
Amaortization of net transition [obligation) asset

Total recognized in accumulated other comprehensive lass

Total recognized in net periodic benefit cost and
accumulated other comprehensive loss

Other

Pension Postretirement
Benetits Benefits
2004 2004

{in thousands]

$ 8,901 $ 2,015
16,056 3,633
19,913) (4,119)
913 11
1,699 {243]

(3) 2,125

7.653 3,457

689 261
6,964 3,196
{22,983l (6,340]
11,6929) 243
{913) (461
3 (2,125)
[25,592] (8,268}
$(18,628) $(5,072)

Companents of net periadic benefit cost for the Company’s pension and other postretirement benefit plans for the years ended

Decemnber 31, 2005 and 2004, were as follaws:

Other
Pension Benefits Postretirernent Benefits
2005 2004 2005 2004
{in thousands)
Components of net periodic benefit cost:

Service cost $ 8.334 $ 7687 $1.,719 $ 1,826
Interest cost 16,617 15,903 3,784 4,312
Expected return an assets (19,947 {20,375) (4,005] [3,943)
Amgrtization of prior service cost 1,025 1,121 45 144
Recognized net actuarial [gain] loss 1,385 480 [549] (233)
Amartization of net transition obligation (asset) [45) (250) 2126 2,151
Net periodic benefit cost, including amount capitalized 7.371 4544 3,120 4,297
Less amount capitalized 730 409 313 440
Net periodic benefit cost & 4,641 $ 4,137 $ 2,807 $ 3.817

The estimated net loss and prior service cost for the defined benefit pension ptans that will be amortized from accumulated
other comprehensive loss into net periodic benefit cost in 2007 are $806,000 and $834,000, respectively. The estimated net gain,
prior service cost and transition obligation for the ather postretirement benefit plans that will be amortized from accumulated
other comprehensive loss into net periodic benefit cost in 2007 are $491,000, $45,000 and $2.1 million, respectively.
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Weighted average assumptions used to determine benefit obligations at December 31 were as follows:

Other
Pension Benefits Postretirement Benefits
2006 2005 2006 2005
Discount rate 5.75% 5.50% 5.75% 5.50%
Rate of compensation increase 4.30% 4.30% 4.50% 4.50%

Weighted average assumptions used to determine net periodic benefit cost for the years ended December 31 were as follows:

Dther
Pension Benefits Postretirement Benefits
20056 2005 2006 2005
Discount rate 5.50% 5.75% 5.50% 5.75%
Expected return on plan assets 8.50% 8.50% 7.50% 7.50%
Rate of compensation increase 4.30% 4£.70% 4.50% 4.50%

The expected rate of return on plan assets is based on the targeted asset allocation of 70 percent equity securities and 30
percent fixed income securities and the expected rate of return from these asset categories. The expected return on plan
assets for other postretirement benefits reflects insurance-related investment costs.

Health care rate assumptions for the Company’s other postretirement benefit plans as of December 31 were as follows:

200& 2005
Health care trend rate assumed for next year 6.0%-9.0% 6.0%-9.5%
Health care cost trend rate - ultimate 5.0%-6.0% 5.0%-5.0%
Year in which ultimate trend rate achieved 1999-2014 1999-2014

The Company’s other pastretirement benefit plans include health care and life insurance benefits for certain employees. The
plans underlying these benefits may require cantributions by the employee depending on such employee’s age and years of
sarvice at retirement or the date of retirement. The accounting for the health care plans anticipates future cost-sharing
changes that are consistent with the Company’s expressed intent to generally increase retiree contributions each year by the
excess of the expected health care cost trend rate over 6 percent.

Assurned health care cost trend rates may have a significant effect on the amounts reparted for the health care plans. A one
percentage point change in the assumed health care cost trend rates would have had the fallowing effects at December 31, 2006:

1 Percentage 1 Percentage
Point Increase Point Decrease

fin thousands!

Effect on total of service and interest cost components $(93) $ [828)
Effect on postretirement benefit cbligation $387 $(7.858)

The Company’s defined benefit pension plans’ asset allocation at December 31, 2006 and 2005, and weighted average targeted
asset allocations at December 31, 20064, were as fotlows:

Weighted Average

Percentage Targeted Asset

of Plan Allocation

Assets Percentage

Asset Category 2006 2005 2006
Equity securities 69% 74% 70%
Fixed income securities 27 21 30*

Other & 5 -
Total 100% 100% 100%

* Includes target for both lixed income securities and other.
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The Company’s pension assets are managed by 11 outside investment managers. The Company’s other postretiremant assets
are managed by one outside investment manager. The Company’s investment policy with respect to pension and other
postretirement assets is to make investments solely in the interest of the participants and beneficiaries of the plans and for
the exclusive purpose of providing benefits accrued and defraying the reasonable expenses of administration. The Company
strives to maintain investment diversification to assist in minimizing the risk of large losses. The Company’s policy guidelines
allow for investment of funds in cash equivalents, fixed income securities and equity securities. The guidelines prohibit
investment in commodities and future contracts, equity private placement, employer securities, leveraged or derivative
securities, options, direct real estate investments, precious metals, venture capital and limited partnerships. The guidelines
also prohibit short selling and margin transactions. The Company's practice is to periodically review and rebalance asset
categories based on its targeted asset allocation percentage policy.

The Company’s other postretirement benefit plans’ asset allocation at December 31, 2006 and 2005, and weighted average
targeted asset allocation at December 31, 2006, were as follows:

Weighted Average

Percentage Targeted Asset

of Plan Allacation

Assets Percentage

Asset Category 2006 2005 2004
Equity securities 70% 70% 70%

Fixed income securities 27 28 30+

Other 3 2 -

Total 100% 100% 100%

* inctudes target for both lixed income securities and other.

The Campany expects to contribute approximately $4.5 million to its defined benefit pension plans and approximately
$3.0 million to its postretirement benefit plans in 2007.

The following benefit payments, which reflect future service, as appropriate, are expected to be paid:

Other

Pension Postretirerment

Years Benefits Benefits

{in thousands)

2007 $13,840 $4,126
2008 14,077 4,196
2009 14,590 4,313
2010 15,307 4,471
2011 15,788 4,676
2012-2014 91,453 26,112

The following Medicare Part D subsidies are expected: $606,000 in 2007; $639,000 in 2008; $677,000 in 2009; $712,000 in 2010;
$747,000 in 2011; and $4.4 million during the years 2012 through 2016.

In addition to company-sponsored plans, certain employees are covered under multi-employer pension plans administered by
a union. Amounts contributed to the multi-employer plans were $57.6 million, $39.6 million and $28.2 million in 2006, 2005
and 2004, respectively.

In addition to the qualified plan defined pension benefits reflected in the table at the beginning of this note, the Company

also has an unfunded, nonqualified benefit ptan for executive officers and certain key management employees that generally
provides for defined benefit payments at age 45 following the employee’s retirement ar to their beneficiaries upon death for

a 15-year period. Investments, at December 31, 2006, consisted of cash equivalents, fixed income securities, equity securities,
and life insurance carried on plan participants, which is payabte upon the employee’s death. The Company’s net periodic
benefit cost for this plan was $7.5 millian, $7.4 miltion and $7.5 million in 2006, 2005 and 2004, respectively. The total
projected obtigation for this plan was $69.5 millien and $64.9 million at December 31, 2006 and 2005, respectively. The
accumulated benefit abligation for this plan was $57.4 million and $55.0 million at December 31, 2006 and 2005, respectively.
A discount rate of 5.75 percent and 5.50 percent at December 31, 2006 and 2005, respectively, and a rate of compensation
increase of 4.25 percent at both December 31, 2006 and 2005, were used to determine benefit obligations.
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A discount rate of 5.50 percent and 5.75 percent at December 31, 2006 and 2005, respectively, and a rate of compensation
increase of 4.25 percent and 4.75 percent at December 31, 2006 and 2005, respectively, were used to determine net periodic
benefit cost.

The amount of benefit payments for the unfunded, nonqualified benefit plan, as appropriate, are expected to aggregate
$2.8 million in 20607; $3.1 million in 2008; $3.3 million in 2009; $3.9 million in 2010; $4.4 million in 2011; and $28.4 million
for the years 2012 through 2014,

The Company sponsors various defined contribution plans for eligible employees. Costs incurred by the Company under
these plans were $17.3 million in 2006, $17.0 million in 2005 and $13.8 million in 2004. The costs incurred in each year reflect
additional participants as a result of business acquisitions.

SFAS No. 158 became effective for the Company as of December 31, 2006, as discussed in Note 1. The following tables
illustrate the incremental effect of applying SFAS No. 158 on individual line items in the Consolidated Balance Sheets at
December 31, 2006:

Before After

Application of ~ Transition Application of

SFAS No. 158 Adjustrment SFAS No. 158

{in thausands)

Qther assets [nencurrent) $ 97.637 $ 6,203 $ 103.840
Other accrued liabilities [current) 183,649 364 184,013
Other liabilities [noncurrent) 300,799 36,117 336,916
Deferred income taxes 534,776 11,826 546,602
Accurnulated other comprehensive income [(loss] 11,970 (18,452) [6,482]
Total stockholders' equity 2,183,365 (18,452] 2144913

Note 18 - Jointly Owned Facilities

The consolidated financial statements include the Company’s 22.7 percent and 25.0 percent ownership interests in the assets,
liabilities and expenses of the Big Stone Station and the Coyote Station, respectively. Each owner of the Big Stane and Coyote
stations is responsible for financing its investment in the jointly owned facilities.

The Company's share of the Big Stone Station and Coyote Station aperating expenses was reflected in the appropriate
categories of operating expenses in the Consolidated Statements of Income.

At December 31, the Company's share of the cost of utility plant in service and related accumulated depreciation for the
stations was as follows: :

2006 2005

fin thousands)
Big Stone Station:

Utility ptant in service % 55,659 $ 56,305
Less accumulated depreciation 38,881 38,011
$ 15,778 $ 18,294

Coyote Station:
Utility plant in service $125,950 $125,007
Less accumulated depreciation 78,054 76,563
$ 47,894 $ 48,444
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Note 19 - Regulatory Matters and Revenues Subject to Refund

In September 2004, Great Plains filed a natural gas rate application with the MNPUC requesting a revenue increase of $1.4
miltion annually, or approximately 4 percent. An interim increase of $1.4 million annually was effective January 10, 2005,
subject to refund. The final order in the amount of $481,000 annually, or 1.3 percent, was issued on May 1, 2006. A comptiance
filing was submitted to the MNPUC on August 11, 2006, and a resolution of putstanding compliance issues was submitted on
December 26, 2006. On January 11, 2007, the MNPUC approved Great Plains’ December 26, 2004, filing reflecting the increase
of $481,000. Final rates were implemented in January 2007 and interim rate refunds will be issued to customers in March
2007. Great Plains has adequately provided a liability for the revenue subject to refund.

In December 1999, Williston Basin filed a general natural gas rate change application with the FERC. Williston Basin began
collecting such rates effective June 1, 2000, subject to refund. In April 2003, the FERC issued its Order on Compliance Filing
and Motion for Refunds. In this Order, the FERC approved Williston Basin's refund rates and established rates to be effective
April 19, 2005, Williston Basin made its compliance filing complying with the requirements of this Order regarding rates and
issued refunds totaling approximately $18.5 million to its customers in May 2005. As a result of the Order, Williston Basin
recorded a $5.0 million [after tax] benefit in the second guarter of 2005 from the resolution of the rate proceeding which
included the reversal of a portion of the liability it had previously established for this regulatory proceeding. In June 2005,
Williston Basin appealed to the D.C. Appeals Court certain issues addressed by the FERC's Order on Initial Decision dated July
2003 and its Order on Rehearing dated May 2004 concerning determinations associated with cost of service and volumes used
in atlocating costs and designing rates. Oral argument was held on October 20, 2004, regarding those matters. On December
22, 2006, the D.C. Appeals Court issued its Opinion which dismissed Williston Basin's appeal of certain issues addressed by the
FERC Qrder described previously. The D.C. Appeals Court found that Willisten Basin had failed to satisfy the jurisdictional
requirements of the Natural Gas Act when it appealed the issues. As a result, Williston Basin reversed the remaining liability it
had previously established for this proceeding and recorded a $4.1 million [after tax] benefit in 2006.

In May 2004, the FERC remanded issues regarding certain service and annual demand quantity restrictions to an ALJ for
resolution, In November 2005, the FERC issued an Order on Initial Decision affirming the ALJ's Initial Decision regarding the
service and annual demand quantity restrictions. On April 20, 2006, the FERC issued an Order on Rehearing denying Williston
Basin's Request for Rehearing of the FERC's November 2005 Order. On April 25, 2006, Willistan Basin appealed to the D.C.
Appeals Court certain issues addressed by the FERC's Order on Initial Decision dated November 2005 and its Order on
Rehearing tssued April 20, 2004, cancerning the service and annual demand guantity restrictions. Those matters are pending
resolution by the D.C. Appeals Court.

Note 20 - Commitments and Contingencies

Litigation

Royaities Case In June 1997, Grynberg, acting on behalf of the United States, filed suit under the Federal False Claims Act
against Williston Basin and Montana-Dakota. He also filed more than 70 similar suits against natural gas transmission
companies and producers, gatherers and processors of natural gas. Grynberg alleged improper measurement of the heating
content and valume of natural gas purchased by the defendants resulting in the underpayment of royalties to the United
States. All cases were consolidated in Wyoming Federal District Court.

In June 2004, fallowing preliminary discovery, Williston Basin and Montana-Dakota joined with other defendants and filed a
Motion to Dismiss on the ground that the information upon which Grynberg based his complaint was publicly disclosed prior to
the filing of his complatnt and further, that he is not the origina! source of such information. The Motion to Dismiss was heard
in March 2005 by the Special Master appointed by the Wyoming Federal District Court. The Special Master, in his Written
Report dated May 2005, recommended that the lawsuit be dismissed against certain defendants, including Williston Basin and
Montana-Dakota.

On October 20, 2006, the Wyoming Federal District Court adopted and moedified the Special Master's Written Report and
ordered that the actions against Williston Basin and Montana-Dakota be dismissed. Grynberg filed a Notice of Appeal of the
decision to the U.5. Tenth Circuit Court of Appeals on November 14, 2006.

In the event the Wyoming Federal District Court’s decision is averturned and Grynberg's actions are reinstated, it is expected
that further discovery will follow. Williston Basin and Montana-DOakota believe Grynberg will not prevail in the suit or recover
damages from Williston Basin and/or Montana-Dakota because insufficient facts exist to support the allegations. Williston
Basin and Montana-Dakota believe Grynberg’s claims are without merit and intend to vigorously contest this suit.

Grynberg has not specified the amount he seeks to recover. Williston Basin and Montana-Dakota are unable to estimate their
potential exposure and will be unable te do so until discovery is completed.

Coalbed Natural Gas Operations Fidelity has been named as a defendant in, and/or certain of its operations are or have been
the subject of, more than a dazen lawsuits filed in connection with its CBNG development in the Powder River Basin in
Montana and Wyoming. These lawsuits were filed in federal and state courts in Montana between June 2000 and January 2007
by a number of environmental organizations, including the NPRC and the Montana Environmental Information Center, as well
as the TRWUA and the Northern Cheyenne Tribe. Portions of three of the lawsuits have been transferred to the Wyaming
Federal District Court. The lawsuits involve allegations that Fidelity and/or various government agencies are in violation of
state and/or federal law, including the Clean Water Act, the NEPA, the Federal Land Management Policy Act, the NHPA, the
Montana State Constitution, the Montana Environmental Policy Act and the Montana Water Quality Act. The suits that remain
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extant include a variety of claims that state and federal government agencies violated various environmental laws that impose
precedural and substantive requirements. The lawsuits seek injunctive relief, invalidation of various permits and unspecified
damages. Fidelity has intervened ar moved to intervene in three lawsuits filed by other gas producers which challenge the
adoption of rules by the BER related to management of water associated with CBNG preduction. The state of Wyoming has
filed a similar suit and Fidelity has also moved to intervene in that action.

In suits filed in the Montana Federal District Court, the NPRC and the Northern Cheyenne Tribe asserted that the BLM violated
NEPA and other federal laws when approving the 2003 EIS analyzing CBNG development in southeastern Montana. The Montana
Federal District Court, in February 2005, entered a ruling finding that the 2003 EIS was inadequate. The Montana Federal
District Court later entered an arder that would have allowed limited CBNG development in the Powder River Basin in Montana
pending the BLM's preparation of a SEIS. The plaintiffs appealed the decision to the Ninth Circuit because the Montana Federal
District Court declined to enter an injunction enjoining all development pending completion of the $EIS. The Montana Federal
District Court also declined to enter an injunction pending the appeal. In May 2005, the Ninth Circuit granted the request of the
NPRC and the Northern Cheyenne Tribe and, pending appeal or further order from the Ninth Circuit, enjoined the BLM from
approving any new CBNG development projects in the Montana Powder River Basin. The Ninth Circuit also enjoined Fidelity
from drilling any additional federatly permitted wells associated with its Montana Coal Creek Project and from constructing
infrastructure to preduce and transport CBNG from the Coal Creek Project's existing federat wells, The matter has been fully
briefed and argued before the Ninth Circuit and the parties are awaiting a decision of the court. On December 13, 2004, the
BLM issued a draft SEIS, which the Company is studying. The final SEIS is scheduled for release in the summer of 2007,

In related actions in the Montana Federal District Court, the NPRC and the Narthern Cheyenne Tribe asserted, among other
things, that the actions of the BLM in approving Fidelity's applications for permits and the plan of development for the Badger
Hills Project in Montana did nat comply with applicable federal laws, including the NHPA and the NEPA. In June 2005, the
Montana Federal District Court issued orders in these cases enjoining operations on Fidelity's Badger Hills Project pending
the BLM's consultation with the Northern Cheyenne Tribe as to satisfaction of the applicable requirements of the NHPA and a
further environmental analysis under the NEPA. Fidelity sought and obtained stays of the injunctive relief from the Montana
Federal District Court and production from Fidelity's Badger Hills Project continues. in September 2005, the Montana Federal
District Court entered an Qrder based on a stipulation between the parties to the NPRC action that production from existing
wells in Fidelity's Badger Hills Project may continue pending preparation of a revised environmental analysis. In November
2005, the Montana Federal District Court entered an Order dismissing the Northern Cheyenne Tribe lawsuit based on the
parties’ stipulation that production from existing wells in Fidelity’s Badger Hills Project could continue pending consultation
with the Tribe under the NHPA. In December 2005, Fidelity filed a Notice of Appeal of the NPRC lawsuit to the Ninth Circuit in
connection with the Montana Federal District Court’s decision insofar as it found the BLM's approval of Fidelity's applications
did not comply with applicable law.

In May 2005, the NPRC and other petitioners filed a petition with the BER to promnulgate rules retated to the management of
water produced in association with CBNG operations. Thereafter, the BER initiated related rulemaking proceedings to consider
rules that would, if promulgated, require re-injection of water produced in connection with CENG operations, treatment of
such water in the event re-injection is not feasible and amend the non-degradation policy in connection with CBNG develop-
ment to include additional limitations on factors deemed harmiul, thereby restricting discharges even further than under the
previous standards. On March 23, 2004, the BER issued its decision on the NPRC's rulemaking petition. The BER rejected the
proposed reguirement of re-injection of water produced in connection with CBNG and deferred action on the proposed
treatment requirement. The BER adopted the proposed amendment to the non-degradation policy. While it is possibie the
BER's ruling could have an adverse impact on Fidelity’s operations, Fidelity believes that twa five-year water discharge
permits issued by the Montana DEQ in February 2006 should, assuming normal operating conditions, allow Fidelity to continue
its existing CBNG operations at least through the expiration of the permits in March 2011, However, these permits are now
under challenge in Mantana state court by the Northern Cheyenne Tribe. Specifically, on April 3, 2006, the Northern Cheyenne
Tribe fited a complaint in the District Court of Big Horn County against the Montana DEQ seeking to set aside the two permits,
The Northern Cheyenne Tribe asserted that the Montana DEQ issued the permits in violation of various federal and state
environmental laws. In particular, the Northern Cheyenne Tribe claimed the agency violated the Clean Water Act and the
Montana Water Quality Act by failing to include in the permits conditions requiring application of the best practicable control
technotogy currently available and by ignoring the BER's recently adopted amendment to the non-degradation policy. In
additign, the Northern Cheyenne Tribe claimed that the actions of the Montana DEQ violated the Montana State Constitution’s
guarantee of a clean and healthful environment, that the Montana DEQ's related environmental assessment was invalid, that
the Montana DEQ was required, but failed, to prepare an EIS and that it failed to consider other alternatives to the issuance of
the permits. Fidelity, the NPRC and the TRWUA have been granted leave to intervene in this proceeding. Fidelity has asserted
that the Northern Cheyenne Tribe's complaint should be dismissed with prejudice, that Fidelity's discharge of water pursuant
to its two permits is its primary means for managing CBNG produced water and that, if its permits are set aside, Fidelity's
CBNG operations in Montana could be significantly and adversely affected.

In a related proceeding, on July 25, 2004, Fidelity filed a motion to intervene in a lawsuit filed in the District Court of Big Horn
County by ather producers. The lawsuit challenges the BER's 2006 rulemaking, which amended the nondegradation policy, as
well as the BER's 2003 rulemaking procedure which first set numeric limits for certain parameters contained in water
produced in connection with CBNG operations. Fidelity's motion for intervention was granted on August 1, 2006.
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Similarly, industry members have filed two lawsuits, and the state of Wyoming has filed one lawsuit, in Wyoming Federal
District Court. These lawsuits challenge the EPA's failure to timely disapprove the 2006 rules. All three Wyoming lawsuits were
consolidated on September 22, 2006. Fidelity has moved to intervene in these consalidated cases.

Fidelity will continue to vigorously defend its interests in all CBNG-related lawsuits and related actions in which it is involved,
including the Ninth Circuit injunction and the proceedings challenging its water permits. in those cases where damage claims
have been asserted, Fidelity is unable to quantify the damages sought and will be unable to do so until after the completion of
discovery. If the plaintiffs are successful in these lawsuits, the ultimate outcome of the actions could have a material effect on
Fidelity's existing CBNG operations and/or the future development of this resource in the affected regions.

Electric Operations Montana-Dakota joined with two electric generators in appealing a September 2003 finding by the ND
Health Department that it may unilaterally revise operating permits previously issued to electric generating plants. Although it
is doubtful that any revision of Montana-Dakota's operating permits by the ND Health Department would reduce the amount of
electricity its plants could generate, the finding, if allowed to stand, could increase costs for sulfur dioxide removat and/or limit
Montana-Dakota’s ability to madify or expand operations at its North Dakata generalion sites. Montana-Dakota and the other
electric generators filed their appeal of the order in October 2003 in the Burleigh Caunty District Court in Bismarck, North
Dakota. Proceedings were stayed pending conclusion of the periodic review of sulfur dioxide emissions in the state.

In September 2005, the ND Health Department issued its final periodic review decision based on its August 2005 final air
quality modeling report. The ND Health Department concluded there are no viglations of the sulfur dioxide increment in North
Dakota. In March 2006, the DRC filed a complaint in Colorado Federal District Court seeking to force the EPA to declare that
the increment had been violated based on earlier modeling conducted by the EPA. The EPA is defending against the DRC claim
and it has filed a motion to dismiss the case. The Colorado Federal District Court has not yet ruled on the motion.

Montana-Dakota expects the EPA to initiate a rulemaking proceeding to formally approve the conclusions contained in the
September 2005 ND Health Departrment decision and the August 2005 final report. Once concluded, this rulemaking should
result in @ revision to the North Dakota SIP that, in turn, should allow for the dismissal of the case in Burteigh County District
Court referenced above.

On Novemnber 20, 2006, the Sierra Club sent a notice of intent ta file a citizen suit in federal court under the Clean Air Act to

the co-owners, including Montana-Dakota, of the Big Stone Station. The suit would seek injunctive relief and monetary
penalties based on the Sierra Club’s claim that three projects conducted at the Big Stone Station between 1995 and 2005 were
modifications of a major source and that the Big Stone Station failed to obtain a prevention of significant deterioration permit,
conduct best availabte control technology analyses, and comply with other regulatory requirements for those projects. The
South Dakota Department of Environment and Natural Resources reviewed and approved the three projects and the co-owners
of the Big Stone Station believe that the Sierra Club’s claims are without merit. The Big Stone Station co-owners intend to
vigorously defend their interests if the suit is filed.

Natural Gas Storage Williston Basin filed suit in Mentana Federal District Court on January 27, 2006, seeking to recover
unspecified damages from Anadarko and its wholly owned subsidiary, Howell, and to enjoin Anadarke and Howell's present
and future production from specified wells in and near the EBSR, one of Williston Basin's natural gas storage reservoirs.
Based on relevant information, including reservoir and well pressure data, Williston Basin believes that the EBSR pressures
have decreased. By December 31, 2006, Williston Basin estimated approximately 6.5 Bct of storage gas had been diverted as
a result of Anadarko and Howell's drilling and production activities in areas within and near the boundaries of the EBSR, and
that storage gas losses from the EBSR are continuing. Williston Basin is seeking not only to recover damages for the storage
gas that has been and is being diverted, but to prevent further loss of gas from the EBSR. The Montana Federal District Court
entered an Order on July 14, 2006, dismissing the case for lack of subject matter jurisdiction. Williston Basin filed a Notice of
Appeal to the Ninth Circuit on July 31, 2006.

In related litigation, Howell filed suit in Wyoming state district court against Williston Basin asserting that it is entitled to produce
any gas that might escape from the EBSR. On August 30, 2006, Williston Basin moved for a preliminary injunction to halt
Anadarko and Howell's production in and near the EBSR. A district-court-appeinted special master conducted a hearing on the
motien in mid-December 2004, and recommended denial of the motion on February 15, 2007. The district court is expected to
rule on the special master's recommendation in the first quarter of 2007.

In tight of the actions of Howell and Anadarke, Williston Basin installed additional compression at the site in order to maintain
deliverability into the transmission system. While installation of the additional compression has provided temporary relief,
Williston Basin believes that the adverse physical and operational effects occasioned by the continued loss of storage gas, if
left unchecked, could threaten the operation and viability of the EBSR, impair Witliston Basin's ability to comply with the EBSR
certificated operating requirements mandated by the FERC and adversely affect Williston Basin's ability to meet its contractual
storage and transportation service commitments to customers. Witliston Basin intends to vigorously defend its rights and
interests in these proceedings, to assess further avenues for recovery through the regulatory process at the FERC, and to
pursue the recovery of any and all economic losses it may have suffered. Williston Basin cannot predict the ultimate outcorme
of this proceeding.

The Company also is involved in other legal actions in the ordinary course of its business. Although the outcemes of any such
legal actions cannot be predicted, management believes that the outcomes with respect to these other legal proceedings will
not have a material adverse etfect upon the Company’s financial position or results of operations.
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Environmental matters

Portiand Harbor Site In December 2000, MBI was named by the EPA as a Potentially Responsible Party in connection with the
cleanup of a riverbed site adjacent to a commercial property site, acquired by MBI in 1999. The riverbed site is part of the
Portland, Oregon, Harbor Superfund Site. Sixty-eight other parties were also named in this administrative action. The EPA
wants responsible parties to share in the cleanup of sediment contamination in the Willamette River. To date, costs of the
overall remedial investigation of the harbor site for both the EPA and the Oregon DEQ are being recorded, and initially paid,
through an administrative consent order by the LWG, a group of 10 entities, which does not include MBI or Georgia-Pacific
West, Inc.. the seller of the commercial property to MBI. Although the LWG ariginally estimated the overall remedial
investigation and feasibility study woutd cost approximately $10 million, it is now anticipated, on the basis of costs incurred
to date and delays attributable to an additional round of sampling and potential further investigative work, that such cost
could increase to a total in excess of $60 million. It is not possible to estimate the cost of a corrective action plan until the
remedial investigation and feasibility study has been completed, the EPA has decided on a strategy and a record of decision
has been published. While the remedial investigation and feasibility study for the harbar site has commenced, it is expected
to take several more years to complete. The development of a proposed plan and record of decision on the harbor site is not
anticipated to occur until 2010, after which a cleanup plan will be undertaken.

Based upon a review of the Portland Harbor sediment contamination evaluation by the Oregon DEQ and other information
available, MBI does not believe it is a Responsible Party. In addition, MBI has notified Geargia-Pacific West, Inc., that it intends
to seek indemnity for any and all liabilities incurred in relation to the above matters, pursuant to the terms of their sale
agreemnent. MBI has entered into an agreement talling the statute of limitation in connection with the LWG's potential claim for
contribution to the costs of the remedial investigation and feasibility study.

The Company believes it is not probable that it will incur any material environmental remediation costs or damages in relation
to the above administrative action.

Operating leases

The Company leases certain equipment, facilities and land under aperating lease agreements. The amounts of annual
minimum lease payments due under these leases as of December 31, 2006, were $18.1 million in 2007, $14.3 million in 2008,
$12.0 million in 2009, $10.7 million in 2010, $8.6 million in 2011 and $35.6 million thereafter. Rent expense was $23.7 million,
$34.0 million and $30.6 million for the years ended December 31, 2004, 2005 and 2004, respectively.

Purchase commitments

The Company has entered into various commitments, largely an agreement to acquire Cascade as discussed in Note 22
and natural gas and coal supply, purchased power, natural gas transportation and construction materials supply contracts.
These commitments range from one to 20 years. The commitments under these contracts as of December 31, 2006, were
$493.4 million in 2007, $99.7 miltion in 2008, $81.8 million in 2009, $62.3 million in 2010, $55.9 million in 2011 and $225.5
million thereafter. Amounts purchased under varigus commitments for the years ended Decernber 31, 2006, 2005 and 2004,
were approximately $281.6 million, $443.9 million and $318.3 million, respectively. These commitments are not reflected in
the Company's consolidated financial statements.

Guarantees

In connection with the sale of MPX in June 2005 to Petrobras, an indirect wholly owned subsidiary of the Company has agreed
to indemnify Petrobras far 49 percent of any losses which Petrobras may incur from certain contingent liabilities specified in
the purchase agreement. Centennial has agreed to unconditionally guarantee payment of the indemnity obligations to
Petrobras for periods ranging from approximately two to five and a half years from the date of sale. The guarantee was
required by Petrobras as a condition to closing the sale of MPX.

In addition, WBI Holdings has guaranteed certain of Fidelity's natural gas and oil price swap and collar agreement obligations.
Fidelity did nat have obligations under these guarantees at December 31, 2006. There is no fixed maximum amount guaranteed
in relation to the natural gas and oil price swap and collar agreements, as the amount of the obligation is dependent upon
natural gas and oil commodity prices. The amount of hedging activity entered into by the subsidiary is limited by corporate
policy. The guarantees of the natural gas and oil price swap and collar agreements at December 31, 2006, expire in 2007,
however, Fidelity continues to enter inta additional hedging activities and, as a result, WBI Holdings from time to time may
issue additional guarantees on these hedging obligations. In the event Fidelity defaults under its abligations, WBI Holdings
would be required to make payments under its guarantees.

Certain subsidiaries of the Company have outstanding guarantees to third parties that guarantee the performance of other
subsidiaries of the Company. These guarantees are retated to natural gas transportation and sales agreements, electric power
supply agreements, construction contracts, a conditional purchase agreement and certain other guarantees. At December 31,
2006, the fixed maximum amounts guaranteed under these agreements aggregated $192.9 million. The amounts of scheduled
expiration of the maximum amounts guaranteed under these agreements aggregate $104.3 miltion in 2007; $15.0 million in
2008: $3.0 million in 2009; $30.3 million in 2010; $23.0 miltion in 2011; $12.0 millien in 2012; $500,000 in 2014; $300.000 in
2028; $500,000, which is subject to expiration 30 days after the receipt of written notice; and $4.0 million, which has no
scheduled maturity date. A guarantee for an unfixed amount estimated at $250,000 at December 31, 2006, has no scheduled
maturity date. The amount cutstanding by subsidiaries of the Company under the above guarantees was $700,000 and was
reflected on the Consolidated Balance Sheet at December 31, 2006. In the event of default under these guarantee obligations,
the subsidiary issuing the guarantee for that particular obligation would be required to make payments under its guarantee.
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Centennial has outstanding letters of credit to third parties related to insurance policies and other agreements that guarantee
the perfarmance of other subsidiaries of the Company. At December 31, 2006, the fixed maximum amounts guaranteed under
these letters of credit, which expire in 2007, aggregated $41.9 million. There were no amounts outstanding under the above
letters of credit at December 31, 2004,

Fidelity and WBI Holdings have outstanding guarantees to Williston Basin. These guarantees are related to natural gas
transportation and storage agreements that guarantee the performance of Prairielands. At December 31, 2006, the fixed
maximum amounts guaranteed under these agreements aggregated $22.9 million. Scheduled expiration of the maximum
amounts guaranteed under these agreements aggregate $2.9 million in 2008 and $20.0 miltion in 2009. In the event of
Prairielands’ default in its payment obligations, the subsidiary issuing the guarantee for that particutar obligation would be
required to make payments under its guarantee. The amount outstanding by Prairielands under the above guarantees was
$1.7 million, which was not reflected an the Consolidated Balance Sheet at December 31, 2006, because these intercompany
transactions are eliminated in consolidation.

In addition, Centennial has issued guarantees to third parties related to the Company'’s routine purchase of maintenance
items and lease obligations for which no fixed maximum amounts have been specified. These guarantees have no scheduled
maturity date. In the event a subsidiary of the Company defaults under its obligation in relation to the purchase of certain
maintenance items or lease obligations, Centennial would be required to make payments under these guarantees. Any
amounts outstanding by subsidiaries of the Company for these maintenance items were reflected on the Consolidated
Balance Sheet at December 31, 2004.

In the normal course of business, Centennial has purchased surety bands related to construction contracts and reclamation
obligations of its subsidiaries. In the event a subsidiary of Centennial does not fulfill a bonded obligation, Centennial would be
responsible to the surety bond company for completion of the bonded contract or abligatien. A large portion of the surety
bonds is expected to expire within the next 12 months; however, Centennial will likely continue to enter into surety bonds for
its subsidiaries in the future. As of December 31, 2006, approximately $458 million of surety bonds were outstanding, which
were not reflected on the Consolidated Balance Sheet,

Note 21 - Related Party Transactions

In 2004, Bitter Creek entered into two natural gas gathering agreements with Nance Petroleumn. Rabert L. Nance, an executive
officer and shareholder of St. Mary, also was a member of the Board of Directors of the Company until his retirernent on
August 17, 2006. The natural gas gathering agreements with Nance Petroleum were effective upon completion of certain high
and low pressure gathering facilities, which occurred in December 2004. Bitter Creek’s capital expenditures related to the
completion of the gathering lines and the expansion of its gathering facilities to accommadate the natural gas gathering
agreements were $43,000 and $2.5 million in 2006 and 2005, respectively, and are estimated for the next three years to be
$3.9 million in 2007, $2.2 million in 2008 and $500,000 in 2009. The natural gas gathering agreements are each for a term of
15 years and month-to-month thereafter. Bitter Creek's revenues fram these contracts were $1.6 miltion, $1.2 million and
$37,000 in 2004, 2005 and 2004, respectively, and estimated revenues from these contracts for the next three years are

$2.1 millien jn 2007, $3.2 million in 2008 and $4.3 million in 2009. The amount due from Nance Petroleum at December 31,
2006, was $140,000,

In 2005, Montana-Dakota entered into agreements to purchase natural gas from Nance Petroleum through March 31, 2006.
Montana-Dakota’s expenses under these agreements were $1.9 million in 2006 and $4.2 million in 2005. There were no
amounts due to Nance Petroleum at December 31, 2006.

In 2005, Fidelity entered inta an agreement for the purchase of an ownership interest in a natural gas and oil property with

a third party whereunder it became a party lo a joint operating agreement in which St. Mary is the operator of the property.
5t. Mary receives an overhead fee as operator of this property. The Company recorded its proportionate share of capital costs
allocable to its ownership interest in the related property, which were not material to Fidelity.

Note 22 - Pending Acquisition

On July 8, 2006, the Company entered inta a definitive merger agreement to acquire Cascade. subject to approval of
Cascade’s shareholders and various regulatory authorities, as well as antitrust clearance under the Hart-Scott-Rodino Act,
and the satisfaction of other custemary closing conditions. On October 27, 2004, shareholders of Cascade approved the
merger agreement. On November 27, 2006, the Company obtained clearance under the Hart-5cott-Rodine Act. Regulatory
approvals are anticipated in the third quarter of 2007. The total value of the transaction, including the assumption of certain
indebtedness, is approximately $475 million. Cascade’s natural gas service areas are concentrated in western and south
central Washington and south central and eastern Oregon.
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Supplementary Financial Information
Quarterly Data (Unaudited)
The following unaudited information shows selected items by quarter for the years 2006 and 2005:

First Second Third Fourth
Quarter Quarter Quarter Quarter

{in thousands, except per share amounts!

2006
Operating revenues $B814,785 $973.151 $1,190,636 $1,092,112
Operating expenses 723.240 848,410 1,006,074 - 260,724
QOperating income 91,545 124,741 184,562 131,388
Income from continuing cperations 53,570 71,715 110,098 82,534
Income loss] from discantinued operations, net of tax [324) {273) 11,6111 48
Net income 53,246 71,442 108,487 82,582
Earnings per common share - basic:

Earnings befere discontinued operations 30 40 .61 A4b

Discantinued operations, net of 1ax - - {.ot) -

Earnings per commaon share - basic 230 40 .60 4b
Earnings per cormmaon share - diluted:

Earnings before discontinued operations .29 .39 41 45

Discentinued operations, net of tax - - (.o1) -

Earnings per common share - diluted 29 39 .60 45
Weighted average comman shares outstanding:

Basic 179,823 179,911 180,291 180,900

Diluted 180,915 181,107 181,307 182,094
2005
Operating revenues $603,647 $769,257 $1,066,177 $1,013,330
Operating expenses 538,164 655,519 §16,274 893,317
Operating income 45,503 113,738 149,903 120,013
Income from centinuing operations 34,746 80,378 87,523 73.211
Incame (loss] from discontinued operations, net of tax (326) [205) (300) 54
Net income 34,420 80,173 87,223 73,267
Earnings per common share - basic:

Earnings before discontinued cperations A9 .65 A9 41

Discontinued operations, net of tax - - - -

Earnings per common share - basic 19 45 49 41
Earnings per common share - diluted:

Earnings before discontinued operations A9 45 48 40

Discontinued operations, net of tax - - - -

Earnings per common share - diluted 19 45 AB .40
Weighted average common shares outstanding:

Basic 176,740 177,522 179,429 179,723

Diluted 178,159 178,556 180,584 180,942

Certain Company operations are highly seasonal and revenues from and certain expenses for such operations may fluctuate
significantly among quarterly periods. Accordingly, quarterly financial information may not be indicative of results for a full year.

Natural Gas and Qil Activities (Unaudited]

Fidelity is involved in the acquisition, exploration, development and production of natural gas and il resources. Fidelity's
activities include the acquisition of producing properties with potential development opportunities, exploratory drilling and the
operation and development of natural gas production properties. Fidelity shares revenues and expenses from the devetopment
of specified properties located in the Rocky Mountain and Mid-Continent regions of the United States and in and around the
Gulf of Mexico in proportion to its ownership interests.

Fidelity owns in fee or holds natural gas leases for the properties it operates in Colorado, Montana, North Dakota, Texas and
Wyoming. These rights are in the Bonny Field tocated in eastern Colorado, the Baker Field in southeastern Montana and
southwestern North Dakota, the Bowdoin area located in nerth-central Montana, the Powder River Basin of Mentana and
Wyoming. the Tabasco and Texan Gardens fields in Texas, and the Big Horn Basin in Wyaming.

The informaticn that follows includes Fidelity's proporticnate share of all its natural gas and oil interests.
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The following table sets forth capitalized costs and accumulated depreciation, depletion and amortization related to natural
gas and oil producing activities at December 31:

2006 2005 2004

{in thousands}
Subject to amortization $1,442,533 $1,198.66% $904,620
Not subject to amortization 163,975 82,29 68,984
Total capitalized costs 1,606,508 1,280,960 973,604
Less accumulated depreciation, depletion and amertization 558,780 456,554 373932
Net capitalized costs $1.047,528 $ 824,406 $599.672

Capital expenditures, including those not subject to amortization, related to natural gas and oil producing activities
were as follows:

Years ended December 31, 2006* 2005* 2004*

{in thousands/

Acquisitions:
Proved properties $ 75,520 $ 149,253 $ 188
Unproved properties 27,383 16,920 11,031
Exploration 24,970 24,385 21,781
Development** 196,423 125,633 77,940
Total capital expenditures 324,296 $ 314,19 $110,940

* Excludes net additions to property, plant and equipment related 10 the recognition of future liabilities associated with the plugging
and abandenment of natural gas and oit wells in accordance with SFAS Ne. 143, as discussed in Note 18, of $8.7 million, $2.5 mitlion
and $100.000 for the years ended December 31, 2008, 2005 and 2004, respectively.

**Includes expenditures for proved undeveloped reserves of $44.7 million, $37.0 million and $30.3 mullien for the years ended
Oecemnber 31. 2006, 2005 and 2004, respectively.

The fallowing summary reflects income resutting from the Company’s operations of natural gas and cil producing activities,
excluding corporate overhead and financing costs:

Years ended December 31, 2006 2005 2004
{In thousands/
Revenues:
Sales to affiliates $232,79% $275,828 $190,354
Sales to external customers 244,499 159,390 149,660
Production costs 105,387 88,048 467,125
Depreciaticn, depletion and amortization* 104,741 84,099 69,944
Pretax income 265,170 263,051 202,943
Income tax expense 100,584 99.071 73.137
Results of operatiens for producing activities $145,586 $163,980 $129.804

*Inciudes accretion of discount for asset retirement sbiigatians of $2.3 millien, $1.5 mittion and $1.4 mitlion for the years ended
December 31, 2006, 2005 and 2004, respectively, in accordance with SFAS No. 143, as discussed in Note 10,
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The following table summarizes the Company's estimated quantities of proved natural gas and oil reserves at December 31,
2006, 2005 and 2004, and reconciles the changes between these dates. Estimates of economically recoverable natural gas and
oil reserves and future net revenues therefrom are based upon a number of variable factors and assumptions. For these
reasons, estimates of economically recoverable reserves and future net revenues may vary from actual results.

2006 2005 2004
Natural Naturat Natural
Gas il Gas Gil Gas ail
{MMcifMBbls]

Proved deveicped and undeveloped reserves:

Balance at beginning of year 489,100 21,200 453,200 17,100 411,700 18,900

Production [62,100] {2,100) (59,400) (1,700] £59,700) (1,800)

Extensions and discoveries 123,500 2,800 74,400 500 100,700 500

Improved recovery - - - 2,600 - -

Purchases of praved reserves 21,700 4,800 57,400 3,700 100 -

Sales of reserves in place - - £1,300) (100) - -

Revisions of previous estimates (34,200) 400 (35,200 (%00) 400 (500]
Balance at end of year 538,100 27,100 489,100 21,200 453,200 17,100
Proved developed reserves:

January 1, 2004 342,800 15,000

December 31, 2004 376.400 16,400

December 31, 2005 416,700 20,400

December 31, 2006 412,900 22,400

The Company's interests in natural gas and il reserves are located in the United States and in and around the Gulf of Mexico.

The standardized measure of the Company’s estimated discounted future net cash flows of total proved reserves associated
with its various natural gas and oit interests at December 31 was as follows:

2006 2005 2004
{in thousands)

Future cash inflows $3,831,000 $4,778,700 $2,848,800
Future production costs 1,084,000 1,095,400 803,600
Future development costs 240,600 106,400 42,800
Future net cash flows before income taxes 2,506,400 3,576,900 1,982,400
Future income tax expense 759,300 1,205,700 645,300
Future net cash flows 1,747,100 2,371,200 1,337,100
10% annual discount for estimated timing of cash flows 743,600 950,400 515,600
Discounted future net cash flows relating to proved natural gas and oil reserves $1,003,500 $1,420,800 $ 821,500

The following are the sources of change in the standardized measure of discounted future net cash flaws by year:

2006 2005 2004
fin thousands}

Beginning of year $1,420,800 $ 821,500 $ 736,800
Net revenues from production ‘ (348,400) [402,900] {291,400)
Change in net realization [8560,7001 777,700 32,800
Extensions and discoveries, net of future production-related costs 293,300 294,800 240,200
Improved recovery, net of future praduction-related costs - 91,600 -
Purchases of proved reserves, net of future preduction-related costs 99,800 258,300 300
Sales of reserves in place - (12,500} -
Changes in estimated future development costs (25,5600] [13,400) (5,300]
Development costs incurred during the current year 60,900 40,500 39,800
Accretion of discount 193,800 104,900 97,100
Net change in income taxes 295,700 (339,700 136,400
Revisions af previous estimates [123,200) (200,500) 2,600
Other : 12,900) [4,900] (1,800)
Net change [417,300) 599,300 B4,700
End of year $1,003,500 $1,420,800 $ 821,500
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The estimated discounted future cash inflows from estimated future production of proved reserves were computed using year-
end natural gas and oil prices. Future development and production costs attributable to proved reserves were computed by
applying year-end costs to be incurred in producing and further developing the proved reserves. Future development costs
estimated to be spent in each of the next three years to develop proved undeveloped reserves as of December 31, 2006, are
$109.3 miltion in 2007, $54.0 million in 2008 and $9.8 million in 2009. Future income tax expenses were computed by applying
statutory tax rates, adjusted for permanent differences and tax credits, to estimated net future pretax cash flows.

The standardized measure of discounted future net cash flows does not purpart to represent the fair market value of natural
gas and oil properties. There are significant uncertainties inherent in estimating quantities of proved reserves and in projecting
rates of production and the timing and amount of future casts. In addition, future realization of natural gas and ail prices over
the remaining reserve lives may vary significantly from current prices.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

ltem 9A. Controls and Procedures

The following information includes the evaluation of disclosure controls and procedures by the Company's chief executive
officer and the chief financial officer, along with any significant changes in internal controls of the Company.

Evaluation of Disclosure Controls and Procedures

The term "disclosure controls and procedures” is defined in Rules 13a-15(e] and 15d-15(e] of the Exchange Act. These rules
refer to the controls and other procedures af a company that are designed to ensure that information required to be disclosed
by a company in the reports that it files under the Exchange Act is recarded, processed, summarized and reported within
required time periods. The Company’s chief executive officer and chief financial officer have evatuated the effectiveness of the
Company's disclosure contrals and procedures and they have concluded that, as of the end of the periad covered by this report,
such controls and procedures were effective.

Changes in Internal Controls

The Company maintains a system of internal accounting controls that is designed to provide reasonable assurance that the
Company's transactions are properly authorized, the Company’s assets are safequarded against unauthorized or improper
use, and the Company’s transactions are properly recorded and reported to permit preparation of the Company's financial
staterments in conformity with generally accepted accounting principles in the United States of America. There were no
changes in the Company’s internal control ever financial reporting that occurred during the period covered by this report that
have materially affected, or are reasonably likely to materially affect, the Company’s internal control aver financial reparting.

Management’s Annual Report on Internal Control Over Financial Reporting
The information required by this item is included in this Ferm 10-K at ltem 8 - Management's Repart on Internal Control Over
Financial Reparting.

Attestation Report of the Registered Public Accounting Firm
The information required by this item is included in this Form 10-K at Item 8 - Report of Independent Registered Public
Accounting Firm.

item 9B. Other Information

Nane.
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item 10. Directors, Executive Officers and Corporate Governance

The information required by this item is included under the captions “Item 1. Election of Directors,” "Continuing Incumbent
Directors,” “Information Concerning Executive Officers,” "Corporate Governance™ and "Section 16(a) Beneficial Ownership
Reporting Compliance” in the Proxy Statement, which is incorporated herein by reference.

Item 11. Executive Compensation

The infarmation required by this item is included under the caption “Executive Compensation” of the Proxy Statement, which is
incorporated herein by reference with the exception of the compensation committee report.

ltem 12. Security Ownership of Certain Beneficial Owners and Management and
Related Stockholder Matters
Equity Compensation Plan Information

The following table includes information as of December 31, 2006, with respect to the Company’s equity compensation plans:
(el

(a) Number of securities
Number of bl remaining available for
securities to be issued Weighted average future issuance under
upon exercise of exercise price of equity compensation plans
outstanding options, outstanding cptions, (excluding securities
Plan Category warrants and rights warrants and rights reflected in column [al]
Equity compensation plans approved by stockholders !" 2,214,874 1 $16.20 8,043,328
Equity compensation plans not approved by stockholders ¥ 785,208 12.83 2,309,328
Totat 3,000,082 $14.58 10,372,656

{1} Consists of the 1992 Key Employee Stock Oation Plan, the 1997 Non-Employee Director Long-Term Incentive Plan, the Long-Term Performance-Based incentive Plan
Iformerty known as the 1997 Executive Long-Term Incentive Plan) and the Non-Employee Director Stock Compensalion Plan,

{2} Includes 488,533 performance shares.

{3/ In addition to being available for future issuance upon exercise of options, 357,757 shares under the 1997 Non-Empleyee Director Long-Term Incentive Plan may instead be
issued in connection with stack appreciation rights, restricted stock, performance units, performance shares or other eguity-based awards, and 6,519,135 shares under the
Long-Term Performance-Based Incentive Plan may instead be issued in connection with stock appreciation rights, restricted stock. performance units, performance shares
or other equity-based awards.

{4} This amount also includes 508, 180 shares available for issuance under the Non-Employee Director Stock Compensation Plan. Under this plan, in addition te a cash relainer,
ronemployee Directors are awarded 4,090 fadjusted for the three-for-tws stock split in July 2006} shares following the Company's annual meeting of stockholders. Additionatly,
a nonemployee Direclor may acquire additional shares under the plan in lieu of receiving the cash portion of the Direclor’s retainer or fees.

{5} Consists of the 1998 Option Award Prograni and the Group Genius Innovation Plan.

{6] in addition to being avaitable for future isstance upon exercise of options, 220,650 shares under the Group Genius Innovation Plan may inslead be issued in cannection with
stock appreciation rights, restricled stock, restricted stock unils, performance units, performance stock or other equity-based awards.

The following equity compensation plans have not been approved by the Company’s stockholders.

The 1998 Option Award Program

The 1998 Option Award Program is a broad-based plan adopted by the Board of Directars, effective February 12, 1998. The
plan permits the grant of nonqualified stock options to employees of the Company and its subsidiaries. The maximum number
of shares that may be issued under the plan is 3,795,330. Shares granted may be authorized but unissued shares, treasury
shares, ar shares purchased on the open market. Option exercise prices are equal to the market value of the Company’s
shares on the date of the option grant. Optionees receive dividend equivalents on their options, with any credited dividends
paid in cash to the optionee if the option vests, or forfeited if the option is forfeited. Vested options remain exercisable for one
year following termination of employment due to death or disability and for three months following termination of emptoyment
for any other reason.
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Unvested options are forfeited upon termination of employment. Subject to the terms and conditions of the plan, the plan’s
administrative committee determines the number of shares subject to options granted to each participant and the other
terms and conditions pertaining to such options, including vesting provisions. All options become immediately exercisable
in the event of a change in control of the Company.

In 1998, 337 options (adjusted for the three-for-two stock splits in July 1998, October 2003 and July 2004) were granted to
each of approximately 2,200 emplayees. No officers received grants. These aptions vested on March 2, 2001. In 2001, 450
options |adjusted for the three-for-two stock splits in October 2003 and July 2006) were granted to each of approximately
5,900 employees. No officers received grants. These options vested on February 13, 2004. As of December 31, 2006, options
covering 785,208 shares of commaon stock were outstanding under the plan and 2,088,678 shares remained available for
future grant. Options covering 921,444 shares had been exercised.

The Group Genius Innovation Plan

The Group Genius Innovation Plan was adopted by the Board of Directors, effective May 17, 2001, to encourage employees
to share ideas for new business directions for the Company and to reward them when the idea becomes profitable.
Employees of the Company and its subsidiaries who are selected by the plan's administrative committee are eligible to
participate in the plan. Officers and Directors are not eligible to participate. The plan permits the granting of nonqualified
stock options, stock appreciation rights, restricted stock, restricted stock units, performance units, performance stack and
other awards. The maximum number of shares that may be issued under the plan is 223,150. Shares granted under the
plan may be authorized but unissued shares, treasury shares or shares purchased on the open market. Restricted
stockholders have voting rights and, unless determined otherwise by the plan’s administrative committee, receive divi-
dends paid on the restricted stock. Dividend equivalents payable in cash may be granted with respect to options and
performance shares. The plan’s administrative committee determines the number of shares or units subject to awards, and
the other terms and conditions of the awards, including vesting provisions and the effect of employment termination. Upon
a change in control of the Company, all options and stock appreciation rights become immediately vested and exercisable,
all restricted stock becomes immediately vested, all restricted stock units become immediately vested and are paid out in
cash, and target payout opportunities under all performance units, performance stock, and other awards are deemed to be
fully earned, with awards denominated in stock paid out in shares and awards denominated in units paid out in cash. As of
December 31, 2004, 2,500 shares of stock had been granted to 41 employees.

The remaining infarmation required by this item is included under the caption "Security Ownership” of the Proxy Statement,
which is incorparated herein by reference.

Iterm 13. Certain Relationships and Related Transactions, and Director Independence

There were no transactions with related persons, promoters or certain control persons, as defined in ltem 402 of Regula-
tien 5-K. The information required by this item with respect to director independence is included under the caption
“Corporate Governance” of the Proxy Statement, which is incorporated herein by reference.

Item 14. Principal Accountant Fees and Services

The information required by this item is included under the caption "Accounting and Auditing Matters” of the Proxy
Statement, which is incorporated herein by reference.
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ltem 15, Exhibits and Financial Statement Schedules
(a) Financial Statements, Financial Statement Schedules and Exhibits
Index to Financial Statements and Financial Statement Schedules

1. Financial Statements
The following consolidated financial statements required under this item are included under

Itern B — Financial Statements and Supplementary Data. Page
Consolidated Statements of Income for each of the three years in the period ended December 31, 2006 80
Consolidated Balance Sheets at December 31, 2006 and 2005 81
Consolidated Statements of Common Stockholders’ Equity for each of the three years in the period
ended December 31, 2006 82
Consolidated Statements of Cash Flows for each of the three years in the period ended December 31, 2006 83
Notes to Consolidated Financial Statements B4
2. Financial Statement Schedules
MDU Resources Group, Inc.
Schedute Il - Consolidated Valuation and Qualifying Accounts
Years Ended December 31, 2006, 2005 and 2004
Additions
Balance at Charged to Balance
Beginning Costs and at End
Description of Year Expenses Other* Deductions** of Year
{In thousands}!

Allowance for doubtful accounts:

2006 $8,031 $5,470 $1,576 $7.352 $7.725

2005 4,801 4,870 1,675 5319 8,031

2004 8,146 2,663 703 4,711 6,801

* Allowance for deubtful accounts for companies acquired and recoveries.
** Uncollectible accounts writter off.
All other schedules are omitted because of the absence of the conditions under which they are required, or because the
information required is included in the Company’s Consolidated Financial Statements and Notes thereto.
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3. Exhibits

2

3lal
3(b)
3cl

4(a)

4lb)

4(c)

4ld)

4lel

alf]

4lg)

4(h]

4lil

alji

+10(a)
+10(b)
+10[c]
+10(d)

+10(e)
+1011)
+10[g!

+10(h]
+100)
+10(j)

+10[k]

Agreement and Plan of Merger by and among MDU Resources Group, Inc., Firemoon Acquisition, Inc. and Cascade
Natural Gas Corporation dated as of July 8, 2008, filed by Cascade Natural Gas Corperation as Exhibit 2.1 to Form 8-K
dated July 10, 2006, in File No. 1-7196* (1]

Restated Certificate of Incorporation of the Company, as amended, filed as Exhibit 3(al to Amendment No. 1 to
Registration Statement on Form S-3 on June 13, 2003, in Registration No. 333-104150*

Company Bylaws, as amended, filed as Exhibit 3.1 to Form 8-K dated November 16, 2006, fited on November 22, 2006,
in File No. 1-3480*

Certificate of Designations of Series B Preference Stock of the Company, as amended, filed as Exhibit 3(a) to Form 10-Q
for the quarter ended September 30, 2002, filed on Novemnber 14, 2002, in File No. 1-3480*

Indenture of Mortgage, dated as of May 1, 1939, as restated in the Forty-Fifth Supplemental Indenture, dated as of

April 21, 1992, and the Forty-Sixth through Forty-Ninth Supptements thereto between the Company and the New York
Trust Company (The Bank of New York, successar Corporate Trustee) and A. C. Downing [Douglas J. Mactnnes, successor
Co-Trustee), filed as Exhibit 4(a) to Ferm S-3, in Registration No, 33-66682; and Exhibits 4le], 4(f] and 4(g) to Form S-8,

in Registration No. 33-53894; and Exhibit 4[c](i] to Form $-3, in Registration No. 333-49472*

Fiftieth Supplemental Indenture, dated as of December 15, 2003, filed as Exhibit 4le] to Form S-8 on January 21, 2004,
in Registration No. 333-112035*

Rights Agreement, dated as of November 12, 1998, between the Company and Wells Fargo Bank Minnesota, N.A.
(formerly known as Norwest Bank Minnesota, N.A.], Rights Agent, filed as Exhibit 4.1 to Form 8-A on November 12, 1998,
in File No. 1-3480*

Indenture, dated as of December 15, 2003, between the Company and The Bank of New York, as trustee, filed as
Exhibit 4[f) to Form $-8 on January 21, 2004, in Registration No, 333-112035*

Certificate of Adjustment to Purchase Price and Redemption Price, as amended and restated, pursuant ta the Rights
Agreement, dated as of Novernber 12, 1998, filed as Exhibit 4{c) to Form 10-Q for the quarter ended June 30, 2006, filed on
August 4, 2006, in File No. 1-3480*

Centennial Energy Holdings, Inc. Master Shelf Agreement, dated April 29, 2005, among Centennial Energy Holdings, Inc.
and the Prudential Insurance Company of America, filed as Exhibit 4(a) to Form 10-Q for the quarter ended June 30, 2005,
filed on August 3, 2005, in File No. 1-3480*

Letter Amendment No. 1 to Amended and Restated Master Shelf Agreement, dated May 17, 2006, among Centennial Energy
Holdings, inc., The Prudential Insurance Company of America, and certain investors described in the Letter Amendment filed
as Exhibit 4{a] to Form 10-Q for the quarter ended June 30, 2006, filed on August 4, 2006, in File No. 1-3480*

MDVU Resources Group, Inc. Credit Agreement, dated June 21, 2005, among MDU Rescurces Group, Inc., Wells Fargo
Bank, National Association, as Administrative Agent, and The Other Financial Institutions Party thereto, filed as Exhibit
4(b] to Form 10-Q for the quarter ended June 30, 2005, filed on August 3, 2005, in File No. 1-3480*

First Amendment, dated June 30, 2006, to Credit Agreement, dated June 21, 2005, among MDU Resources Group, Inc.,
Wells Fargo Bank, National Association, as administrative agent, and certain lenders described in the credit agreement,
filed as Exhibit 4(b] to Form 10-Q for the quarter ended June 30, 2004, filed on August 4, 2006, in File No. 1-3480*

Centennial Energy Holdings, Inc. Credit Agreement, dated August 26, 2005, among Centennial Energy Holdings, Inc.,
U.S. Bank National Association, as Administrative Agent, and The Other Financial Institutions party thereto, filed as
Exhibit 4(a) to Form 10-Q for the quarter ended September 30, 2005, filed on November 3, 2005, in File No. 1-3480*

1992 Key Employee Stock Option Plan, as revised**
Supplemental Income Security Plan, as amended and restated, effective November 16, 2006**
Diractors’ Compensation Policy, as amended**

Deferred Compensation Plan for Directors, as amended, filed as Exhibit 10{e] to Form 10-K for the year ended
December 31, 2002, filed on February 28, 2003, in File No. 1-3480"

Non-Employee Director Stock Compensation Plan, as revised**
1997 Non-Employee Director Long-Term Incentive Plan, as revised**

Change of Contral Employment Agreement between the Company and John K. Castleberry, filed as Exhibit 10(a] te
Form 10-Q for the quarter ended September 30, 2002, filed on November 14, 2002, in File No. 1-3480~*

Change of Control Employment Agreement between the Company and Paul Gatzemeier, filed as Exhibit 10[a) to
Form 10-Q for the quarter ended June 30, 2004, filed on August 4, 2004, in File No. 1-3480*

Change of Control Employment Agreement between the Company and Terry D. Hitdestad, filed as Exhibit 10[d] to
Form 10-Q for the quarter ended September 30, 2002, filed on November 14, 2002, in File No. 1-3480*

Change of Control Employment Agreement between the Company and Bruce T. Imsdahl, filed as Exhibit 10(c] to
Form 10-Q for the quarter ended June 30, 2004, filed on August &, 2004, in File No. 1-3480*

Change of Control Employment Agreement between the Company and Vernon A. Raile, filed as Exhibit 10[f] to
Farm 10-Q for the quarter ended September 30, 2002, filed on November 14, 2002, in File No. 1-3480*
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+10[l) Change of Control Employment Agreement between the Company and Cindy C. Redding, fited as Exhibit 10[d) to
Form 10-Q for the quarter ended June 30, 2004, filed on August 6, 2004, in File No. 1-3480*

+10im] Change of Control Employment Agreement betweean the Company and Paul K. Sandness, filed as Exhibit 10(el to
Form 10-Q for the quarter ended June 30, 2004, filed on August 4, 2004, in File No. 1-3480*

+10[n] Change of Control Employment Agreement between the Company and William E. Schneider, filed as Exhibit 10lh) to
Form 10-Q for the quarter ended September 30, 2002, filed on November 14, 2002, in File No. 1-3480*

+10[o) Change of Control Employment Agreement between the Company and Daryl A. Splichal, filed as Exhibit 10(f] to
Form 10-Q for the quarter ended June 30. 2004, filed on August 6. 2004, in File No. 1-3480*

+10[pi Change of Control Employment Agreement between the Company and John G. Harp**
+10[g) 1998 Option Award Program, as revised**
+10[r]  Group Genius Innovation Plan, as revised**

10{s] Purchase and Sale Agreement between Fidelity and Smith Production inc.. dated April 19, 2005 [Flores), filed as
Exhibit 10[a) te Form 10-Q for the guarter ended June 30, 2005, filed on August 3, 2005, in File No. 1-3480*

10lt! Purchase and Sale Agreement between Fidelity and Smith Production Inc., dated April 19, 2005 (Tabasco and Texan Gardens,
filed as Exhibit 10({b) to Form 10-Q for the quarter ended June 30, 2005, filed on August 3, 2005, in File No. 1-3480*

10(ul First Amendment to the Purchase and Sale Agreements between Fidetity and Smith Production Inc., dated April 19, 2005,
fited as Exhibit 10(c) to Form 10-@ for the quarter ended June 30, 2005, fited on August 3, 2005, in File No. 1-3480*

10lv]  Second Amendment to the Purchase and Sale Agreement between Fidelity and Smith Production Inc., dated April 19,
2005, filed as Exhibit 10(d) to Form 10-Q for the quarter ended June 30, 2005, filed on August 3, 2005, in File No. 1-3480*

+100w] WBI Holdings, Inc. Executive Incentive Compensation Plan, as amended, filed as Exhibit 10[e] to Form 10-Q dated
Mareh 31, 2006, fited on May 5, 2006, in File No. 1-3480*

+10(x] Knife River Corporation Executive Incentive Compensation Plan, filed as Exhibit 10.5 to Form 8-K dated February 17, 2005,
in Fite No. 1-3480*

+10ly} Long-Term Performance-Based Incentive Plan, as revised**

+10lz) MDU Resources Group, Inc. Executive Incentive Compensation Plan, as amended November 17, 2005, filed as
Exhibit 10{afl to Form 10-K for the year ended December 31, 2005, filed on February 22, 2004, in Fite No. 1-3480*

+10(aal Montana-Dakota Utilities Co, Executive Incentive Compensation Plan, as amended November 17, 2005, filed as
Exhibit 10lagl to Form 10-K for the year ended December 31, 2005, filed on February 22, 2004, in File No. 1-3480*

+10[ab) Agreement on Retirement, dated Novernber 23, 2005, between the Company and Warren L. Robinson, filed as
Exhibit 10(ahj to Farm 10-K for the year ended December 31, 2005, filed on February 22, 2006, in File No. 1-3480*

+10(ac) Change of Control Employment Agreement between the Company and Steven L. Bietz, filed as Exhibit 10{ail to Form 10-K
for the year ended December 31, 2005, fited on February 22, 2004, in File No. 1-3480*

+10lad} Change of Controt Employment Agreement between the Company and Nicole A. Kivisto, fited as Exhibit 10{aj} to Form 10-K
for the year ended December 31, 2005, filed on February 22, 2006, in File No. 1-3480*

+10(ae] Change of Control Employment Agreement between the Company and Doran N. Schwartz, filed as Exhibit 10(ak) ta
Form 10-K for the year ended December 31, 2005, filed on February 22, 2006, in File No. 1-3480"

+10(af] Employment agreement between the Company and John K. Castleberry, fited as Exhibit 10{a! to Form 10-Q for the quarter
ended March 31, 2006, filed on May 5, 2006, in File No, 1-3480*

+10(ag) Supplementat Executive Retirement Plan for John G. Harp, dated December 4, 2004**
+10(ahi Employment Letter for John G. Harp, dated July 20, 2005**
+10(ail Form of Performance Share Award Agreement under the Lang-Term Performance-Based Incentive Plan**
12 Computation of Ratio of Ez rnings to Fixed Charges and Combined Fixed Charges and Preferred Stock Dividends**
21 Subsidiaries of MDU Resources Group, Inc_**
23 Consent of Independent Registered Public Accounting Firm**
31lal Certification of Chief Executive Officer filed pursuant to Section 302 of the Sarbanes-Oxley Act of 2002**
31[bl Certification of Chief Financial Officer filed pursuant to Section 302 of the Sarbanes-Oxley Act of 2002**

32 Certification of Chief Executive Officer and Chief Financial Officer furnished pursuant to 18 U.S.C. Section 1350,
as adopted pursuant to Section 904 of the Sarbanes-Oxtey Act of 2002**

* Incorporated herein by reference as indicatea.
“* Fited herewith,
+ Management contract, cempensatory plan or arrangement required to be filed as an exhibit to this form pursuant to item 15fc) of this report.

{1} Schedules have been emitted pursuant to item 801{bl{2} of Regulation S-K. MDU Resources Group, inc. hereby undertakes to furnish supplementally copies of any of the
omitted schedules upon request by the SEC.

MDU Resaurces Group, inc. agrees to furnish lo the SEC upon request any instrument with respect fo fang-term debt that MDU Resources Group, inc. has not filed as an exhibit
BUrsuant to the exemption provided by ltem S01bN4IHA) of Regulation 5-K.
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PART IV

Signatures

Pursuant to the requirements of Section 13 or 15(d} of the Securities Exchange Act of 1934, the registrant has duly caused this

report to be signed on its behalf by the undersigned, thereunto duly authorized.

MDU Resources Group, Inc.

Date: February 21, 2007 By: /s/ Terry D. Hildestad

Terry D. Hildestad
[President and Chief Executive Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following
persons on behalf of the registrant in the capacities and on the date indicated.

Signature Title Date

/s/ Terry D. Hildestad Chief Executive Officer and Director February 21,

Terry D. Hildestad
[President and Chief Executive Officer]

/sf Vernon A. Raile Chief Financial Officer February 21,

Vernan A. Raile
{Executive Vice President, Treasurer and Chief Financial Officer]

/s/ Daran N. Schwartz Chief Accounting Officer February 21,

Doran N. Schwartz
{Vice President and Chief Accounting Officer]

fs/ Harry J. Pearce Director February 21,

Harry J. Pearce
[Chairman of the Board)

/sf Thomas Everist Director February 21,

Thomas Everist

/s{ Karen B. Fagg Director February 21,

Karen B. Fagg

/s/ Dennis W. Johnsan Director February 21,

Dennis W. Johnson

/s/ Richard H. Lewis Director February 21,

Richard H. Lewis

/sf Patricia L. Moss Director February 21,

Patricia L. Moss

/s/ John L. Olson Director February 21,

John L. Olson

Director February 21,

Sister Thomas Welder

/s/ John K. Wilson Director February 21,

John K. Wilson
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WASHIHEI’O.I;.-D.C. 20549
FORM 10-K/A
[Amendment No. 1)
(0 ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 20056
OR
[0 TRANSITION REPORT PURSUANT TO SECTION 13 QR 15{d] OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission file number 1-3480

MDU RESOURCES GROUP, INC.

{Exact name of registrant as specified in its charter]

Delaware 41-0423660
[State or other jurisdiction of [I.R.S. Employer Identification No.)
incorporation or organization)

1200 West Century Avenue
P.0. Box 5450
Bismarck, North Dakota 58506-5650
[Address of principal executive offices)
{Zip Code)

701} 530-1000
[Registrant’s telephone number, including area code)

Securities registered pursuant to Section 12(b] of the Act:

Title of each class Name of each exchange on which registered

Common Stock, par value $1.00 New York Stock Exchange
and Preference Share Purchase Rights
Securities registered pursuant to Section 12(g) of the Act:

Preferred Stock, par value $100
[Title of Class]

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes&® No(

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15[d) of the Exchange Act.
Yes £1 No[XL

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15{d) of the Securities
Exchange Act of 1934 during the preceding 12 months lor for such shorter period that the registrant was required to fite such
reports], and [2] has been subject to such filing requirements for the past 90 days. Yes[® Noll.

Indicate by check mark if disclosure of delinquent filers pursuant to ltem 405 of Regulation 5-K is not contained herein, and will
not be contained, to the best of the registrant’s knowledge, in definitive proxy or information statements incorporated by reference
in Part Il of this Form 10-K or any amendment to this Form 10-K. &

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See
definition of "accelerated filer and large accelerated filer” in Rule 12b-2 of the Exchange Act [Check onel:

Large accelerated filer (X Accelerated filer Non-accelerated filer OJ
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act]. Yes[] No(X.
State the aggregate market value of the voting commen stock held by nonaffiliates of the registrant as of June 30, 2006: $4,393,239,107.

Indicate the number of shares outstanding of each of the registrant’s classes of common stock, as of February 12, 2007:
181,147,946 shares.

DOCUMENTS INCORPORATED BY REFERENCE
Portions of the Registrant’s 2007 Proxy Statement are incorporated by reference in Part 1l, ltems 10, 11, 12, 13 and 14 of this Report.




Explanatory Note
The information contained in Items 10, 11 and 13 in the Annual Report on Form 10-K filed en February 21, 2007 did not
incorporate by reference all required information from the Company’s 2007 Proxy Statement.

PART 11

Item 10. Directors, Executive Officers and Corporate Governance

The information required by this item is included under the captions “Item 1. Election of Directers,” "Continuing Incumbent
Directors,” “Information Concerning Executive Officers,” the first and third paragraphs under "Corporate Governance -
Audit Committee,” "Corporate Governance - Code of Conduct” and “Section 14(a) Beneficial Ownership Reporting
Compliance” in the Proxy Statement, which information is incorporated herein by reference.

tem 11. Executive Compensation

The information required by this item is included under the caption "Executive Compensation” in the Proxy Statement,
which information is incorporated herein by reference.

Item 13. Certain Relationships and Related Transactions, and Director Independence

The information required by this item is included under the captions “Related Person Disclosure” and
“Corporate Governance - Director Independence” in the Proxy Statement, which information is incorporated herein
by reference.
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PART IV
ltem 15. Exhibits and Financial Statement Schedules

(a) Financial Statements, Financial Statement Schedules and Exhibits

3. Exhibits

Exhibits filed herewith:
31(a) Certification of Chief Executive Officer filed pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
31[b} Certification of Chief Financial Officer filed pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

32 Certification of Chief Executive Officer and Chief Financial Qfficer furnished pursuant to 18 U.S.C, Section 1350,
as adopted pursuant to Section 904 of the Sarbanes-Oxley Act of 2002

Signatures
Pursuant to the requirements of Section 13 or 15(d} of the Securities Exchange Act of 1934, the registrant has duly caused this
amendment ta be signed on its behalf by the undersigned, thereunta duly authorized.

MDU Resources Group, Inc.

Date: March 1, 2007 By: /s/ Vernon A, Raile

Vernon A. Raile
Executive Vice President,
Treasurer and Chief Financial Officer

MDU RESOURCES GROUP, INC.




This page intentionally left blank.

MDU RESOURCES GROUP, INC.




@ Printed an recycled paper

Oesqgn tarsen Design  Printing: Diversiied Graphics, Inc

Conpornate

MDU Resources Group, Inc.
Street Address: 1200 W. Century Ave.
Bismarck, ND 58503

Mailing Address: P.0. Box 5650
Bismarck, ND 58506-5450

Telephone: (701) 530-1000
Toll-Free Telephone: (800) 437-8000
www.mdu.com

The company has filed as exhibits to its Annual Report on
Form 10-K the CEQ and CFO certifications as required by
Section 302 of the Sarbanes-Oxiey Act.

The company also submitted the required annual CEQ
certification to the New York Stock Exchange.

Commuonistockl

MDU Resources’ common stock is listed on the NYSE
under the symbol MDU. The stock began trading on the
NYSE in 1948 and is included in the Standard & Poor's
MidCap 400 index. Average daily trading volume in 2006
was 386,137 shares.

EommonstocklBaices)

High Low Close
2008
First Quarter $24.53 $21.85 $22.30
Second Quarter 24.99 22.53 24.41
Third Quarter 25.40 22.25 22.34
Fourth Quarter 27.04 2229 25.64
2005]
First Quarter $19.00 $16.99 $18.41
Second Quarter 19.56 17.57 18.78
Third Quarter 24.05 18.72 23.77
Fourth Quarter 24.75 20.57 21.83

The above prices have been adjusted for the stock split effected in July 2008.

fandiDiectiStockiBlrchaselBlaT]
The company's plan provides interested investors the
opportunity to purchase shares of the company’s common
stock and ta reinvest dividends without incurring brokerage
commissicns. For complete details, including an enrollment
form, contact the stock transfer agent. Plan information
also is available on the Wells Fargo Shareowner Services
Web site: www.wellsfargo.com/shareownerservices.

RO0ZIKEYID VidenglDates

Ex-Dividend Record Payment

Date Date Date
First Quarier March 4 March 8 April 1
Second Quarter  June 12 June 14 July 1
Third Quarter September 11 September 13 October 1

Fourth Quarter December 11 Decernber 13 January 1, 2008

Hey dividend dates are subject to the discretion of the Board of Directors.

IAnnualiMecting]

Tuesday, April 24, 2007

11 a.m. CDT

Montana-Dakota Utilities Co. Service Center
907 Airport Road

Bismarck, North Dakota

IShaeholdedintogmationfandlinguinres

Registered shareholders have electrenic access to their
accounts by visiting www.shareowneronline.com. Shareowner
Online allows shareholders to view their account balance,
dividend information, reinvestment details and more. The
transfer agent maintains stockholder account infarmation.

Communications regarding stock transfer requirements,
lost certificates, dividends or change of address should be
directed to the stock transfer agent.

Company information, including financial reports,
is available at www.mdu.com.

IShareholdegdContach

Arlene Stillwell

Tetephone: [800) 437-8000, ext. 1020
E-Mail: investor@mduresources.com

IAnalystContact

Phyllis A. Rittenbach

Director of Investor Relations

Telephone: (701) 530-1057

E-Mail: phyllis.rittenbachfdmduresources.com

Vernon A. Raile

Executive Vice President,

Treasurer and Chief Financial Officer
Telephone: {701) 530-1003

firansfedAgenifandlRedistzagfoigal JElasses)
oftStockfand RlanfAgent
Wells Fargo Bank, N.A.

Stock Transfer Department

P.O. Box 64856

St. Paul, MN 55164-0856

Telephane: (651] 450-4064

Toll-Free Telephone: [877] 536-3553
www.wellsfargo.com/shareownerservices

flzanstegAgentfandiRegistragiorn

vt MereEee Genes end Senter Metes
The Bank of New York

Corporate Trust Department

101 Barclay St. - 12W

New York, NY 10286

IndependentfAtditons)
Deloitte & Touche LLP

400 One Financial Plaza
120 S. Sixth St.
Minneapolis, MN 55402-1844

NQOTE: This information is not given in connection with any
sale or offer for sale or offer to buy any security.
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